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@ Jalisman’s Commitment to Stakeholders 


Talisman recognizes the value of strong relationships with stakeholders. Our priorities are: to add 
value for our shareholders, effectively manage our balance sheet, maintain the safety and well 
being of our employees and continue to be a responsible neighbour. 


SHAREHOLDERS 
Talisman’s primary goal is to add value for our shareholders. We accomplish this by increasing | ‘ 
reserves, production and ultimately cash flow and net income. Talisman’s objective is to grow 
production per share by 10-15% annually. This growth is backed by a sustainable development value 


inventory and driven by competitive finding, development, acquisition and operating costs. 
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DEBTHOLDERS i 
Talisman manages its capital structure in a prudent manner, balancing equity, and short and long-term a 
debt. Talisman has targets for debt to cash flow of two times, and debt to debt plus equity of 40%. balance 

EMPLOYEES 

@ 
Talisman respects individual rights and provides a safe and healthy environment in which to work. rh 
We provide competitive pay, a high level of individual responsibility, challenging work and are : 
ne investment 
committed to the training and development of our staff. 

COMMUNITIES 
Talisman is a good neighbour in communities where we operate. We routinely consult with | ae 
residents and landowners, and meet or exceed environmental standards for all our operations. : 

; ping commitment 
Talisman supports a wide variety of charities including health, environmental, educational, social 
and cultural causes. 

GOVERNMENTS 
Talisman complies with all applicable laws and regulations of the countries where we do business Pia 
and we have adopted the International Code of Ethics for Canadian Business. Talisman respects at 

responsibility 


local customs and culture, and provides employment opportunities and training for nationals. 
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Energy and Value 


Jim Buckee, President and Chief Executive Officer 


Energy will always be an important sector of the economy. Demand is increasing relentlessly while energy 
supplies are not. The world consumes 25 billion barrels of oil per year and has not replaced production with 
new discoveries since the 1970s. The International Energy Agency estimates that oil, gas and coal will 
continue to supply over 90% of the world’s energy needs until at least 2020. 


Major new oil discoveries are scarce and tend to be in remote or high cost areas. Increasingly, incremental 
production is coming from second phase exploration and development in and around existing fields. 


The structure of the industry continues to change. A new breed of super-independent companies is emerging 

and only the value creators will survive. Operating and technical know-how, deal-making acumen and marketing 
expertise are important skills. | believe Talisman has these skills, and with our diverse, high quality asset base 

and demonstrated track record, we are a premium investment. 


Why Invest in Talisman 


= Demonstrated success: one of the few oil and gas companies to make the 
transition from domestic to international 


= Consistent value creation: as evidenced by increasing reserves, production, 
income and cash flow per share, and low finding and development costs 


= Size and liquidity: a world class super-independent, widely held and freely traded 


= Diversity and balance: a strong portfolio which continues to provide low risk, 
sustainable growth 


Talisman has a production target of 500,000 boe/d by 2002 


os Production Profile @ Canada Liquids B Indonesia Liquids 
(mboe/d) Canada Gas B® Indonesia Gas 
@ North Sea Liquids Sudan 
@ North Sea Gas Other 
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1992-2002 Ve 
26% Compound Average 
Growth Rate ‘ 


1992 1993 1994 1995 1996 1997 1998 1999 2000* 2001* 2002* 
*estimated 


Throughout this report, natural gas is converted at six mcf to one barrel of oil equivalent (boe). 


TALISMAN ENERGY INC. 


™ 1999 Overview 


Talisman weathered low oil prices during the early part of 1999 and prudently reduced capital spending, while focussing 
on high impact oil projects. With the recovery in oil prices, coincident with higher volumes, Talisman generated record 
high production, cash flow and net income for the year. 


Talisman is positioned for 25-30% production growth in 2000, supported by increased exploration and development 
activity, particularly in Western Canada, new fields under management in the North Sea and production growth in Sudan. 


1999 Highlights Major Objectives for 2000' 


Production up 14% to 309,000 boe/d Production of 400,000 boe/d 


Acquisition of Rigel Energy Corporation for Conventional unit operating costs of $5.00/boe 
$1.1 billion in September 1999 


Finding and development costs of $6-8/boe 


SEL OUR DEMERS UGTA On Use Exploration and development spending of $1.2 billion 


I RS MI a OU Fourth Round Asset transactions in the North Sea to be 
Proved reserves increase 23% to 1,094 mmboe completed in May 2000 

Proved finding and development costs of $6.39/boe Cash flow of $1.8 billion, assuming US$23/bbI WTI price 
Unit Operating costs decrease 8% to $5.14/boe 1 See “Forward Looking Statements” on inside back cove 


363 successful oil and gas wells, with a success 
rate of 89% 


Exploration success in Algeria and Trinidad 


Oil & Liquids Production Natural Gas Production Proved & Probable Reserves 
(mbbls/d) (mmcf/d) (mmboe) 
™@ Canada ® Canada ® Proved 
@ North Sea 158.3 ® North Sea @ Probable 1,675 
@ Indonesia 11.7 @ Indonesia 
146.7 
@ Sudan 
31.7 | 28.8 
130.2 
28.5 
57.5 9523 
100.0 
50.5 
57.5 § 58.5 
51.2 
9755985599 9 96 


TALISMAN ENERGY 
© Highlights 
1999 1998 1997 1996 1995 
Financial 
(millions of Canadian dollars unless otherwise stated) 
Cash flow 1,110.8 631.1 797.4 697.4 502.3 
Net income (loss) 176.8 (258.8) Tis 94.9 40.5 
EBITDAX 1,351.9 813.0 902.4 848.7 633.6 
Exploration and development expenditures 996.0 1,145.2 950.6 556.9 378.5 
Total assets at December 31 7,818.7 5,457.2 5,030.9 sy Syl ft 3,040.3 
Long-term debt at December 31 2,194.8 2,086.3 1,738.8 898.7 906.0 
Shareholders’ equity at December 31 3,623.0 2,214.0 2,186.6 2,094.0 1,626.3 
Per common share (dollars) 
Cash flow 8.91 5.64 7.29 6.71 57) 
Net income (loss) 1.31 (2.31) 0.70 0.91 0.42 
Production 
(daily average production) 
Oil and liquids (bbls/d) 
Canada 58,489 57,585 DULZV 44 301 40,643 
North Sea 59,256 57,480 50,502 33,038 18,778 
Indonesia 28,852 31,684 28,458 22,621 18,121 
Sudan 11,726 - — = = 
Total oil and liquids 158,323 146,749 130,177 99,960 UT, SEP 
Natural gas (mmcf/d) 
Canada 681 631 558 557 581 
North Sea 115 104 100 90 69 
Indonesia 108 13 - = - 
Total natural gas 904 748 658 647 650 
Total (mboe/d) 309 271 240 208 186 
Prices 
Oil and liquids ($/bbl) 
Canada 22.43 15.56 22.26 24.24 20.78 
North Sea 26.96 18.14 25.49 Tif 33| 23.18 
Indonesia 24.81 17.61 25.62 27.22 23.76 
Sudan 31.24 - - - = 
Total oil and liquids 25.21 (702 24.25 25.93 22.06 
Natural gas ($/mcf) 
Canada 2.45 2.03 1.98 7a 33d 
North Sea 3.06 3.93 3.89 3 33// 3.63 
Indonesia 3.09 1.65 - - - 
Total natural gas 2.60 2.28 DD 1.94 1.61 
Total ($/boe) 20.55 15.49 19.40 18.53 14.82 
Shares outstanding at December 31 (millions) 138.3 118.9 109.6 109.1 96.7 
Number of permanent employees at December 31 1,113 986 945 791 750 
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M@ President’s Message 
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Jim Buckee, President and Chief Executive Officer 


Talisman’s employees continue to lead the industry, combining technical 
excellence, exceptional operational skills and commercial agility. Our 
low general and administrative and operating costs compared to the 
competition, coupled with low replacement costs, allow us to withstand 
the hard times and reap the benefits in good times. | think there is a 
common sense of purpose that unites Talisman people, independent of 
their career history. Each acquisition has brought us talented people, 
and the recent Highridge and Rigel acquisitions were no exception. 
Talisman’s people are the reason for our success and | would like to 
thank everyone for their hard work and commitment during the year. 


Achievements in 1999 


At the start of 1999, the oil industry despaired over languishing oil prices 
and predictions that they could fall further. Instead, the consequences 
of US$12 oil and lack of reinvestment became apparent as inventories 
began to fall, assisted by OPEC's decision to restrict production. The 
price recovery was dramatic and its effects are still being felt. 


Talisman’s exposure to resurgent oil prices was enhanced dramatically 
by various projects coming to fruition. The Ross and Orion fields, 
various counter-cyclical acquisitions and the Sudan project combined 
to increase liquids production from 141,510 bbls/d in the fourth 
quarter of 1998 to 224,627 bbls/d in January 2000. As benchmark 


West Texas Intermediate (WTI) oil prices increased from US$13/bbl in 
the first quarter of 1999, to US$24.50 in the fourth quarter, cash flow 
increased from $186 million to a record $419 million in the fourth 
quarter of 1999. At current prices, cash flow is on track to exceed 
$500 million in the first quarter of 2000. 


In 1999, Talisman also became the first independent Canadian 
producer to exceed one billion cubic feet per day of gas production; 
continuing drilling success in the Foothills and Greater Arch, together 
with acquired volumes accounted for this milestone. This increase in 
volumes also coincided with improved gas prices in Western Canada. 


Even as oil prices increased, the oil and gas sector fell out of favour 
with capital markets. However, Talisman’s share price increased 37% 
over the year, outperforming the oil and gas producers index, both in 
Canada and the US, and the Dow Jones Industrial Average. 


Operations 


Concern about oil prices at the start of the year led to a 20% capital 
spending cut in Canada. However, the Canadian operations were 
strengthened by the acquisitions of Highridge and Rigel. Not only did 
these acquisitions increase volumes, they also brought excellent strategic 
positioning. In both cases there was an excellent fit of producing and 
exploration acreage in Canada. 


Rigel, in particular, expanded our growing land base in the Greater 
Arch, Talisman’s largest Canadian area. The Arch now contributes 
25% (approximately 200 mmcf/d) of Canadian natural gas production, 
up from 15% prior to the Rigel acquisition. In 2000, Talisman plans to 
drill 104 wells in the area. The acquisition also provides additional 
acreage in the southern Alberta Foothills. 


Program spending in Canada will recover in 2000, exceeding 

$500 million. This spending increase reflects plans to drill our backlog 
of prospects as well as new opportunities provided through these 
acquisitions. Approximately 80% of the program will be directed 
towards natural gas opportunities. 


Rigel also increased Talisman’s interest in the undeveloped Blake oil 
field in the North Sea to 54%. Development approval was received in 
early 2000, with first production of 21,000 bbls/d (net to Talisman) 
expected in August 2001. 


In the UK, Talisman’s acquisition of the Elf and Arco “Fourth Round 
Assets” in the latter part of the year bolstered Talisman’s position as 
an integrator and operator, generating value in the “second phase” of 
North Sea activity. Acquisition of the Texaco interests in the same area 
followed in early 2000. 


The Talisman-operated Orion field commenced production in 1999, 
providing an excellent illustration of the benefits of consolidation, 
operatorship and the use of existing infrastructure to develop smaller 
fields. Orion was tied back to Talisman’s Clyde field, extending field life, 
lowering unit operating costs and creating value. 


The Talisman-operated Ross field came on stream in April 1999, several 
months later than planned, and at lower rates than expected. However, 


TALISMAN ENERGY 


the situation is improving and we now see potential upside in the Ross 
reservoir. The tie-back of the Blake field through the Ross production 
facilities will generate significant incremental value. 


Program spending of over $390 million in the North Sea is planned in 
2000, with the focus on Blake development and the Fourth Round Assets. 


In Indonesia, we are excited by the increasing magnitude of gas 
reserves in the Corridor Block. Following early exploration results and 
reservoir performance during the year, we now believe the potential of 
the Block could reach 4-5 tcf compared to original estimates of 1.5 tcf. 
Plans are underway to expand sales from the Corridor Project, adding 
a pipeline to Singapore. Negotiations with Caltex for increased sales at 
Duri are also progressing. 


Operations in Sudan 


Operations in Sudan are going from strength to strength. A daily 
production record of 185,000 bbls/d was achieved early in 2000, and 
field, pipeline and terminal operations have settled into a smooth routine. 


Talisman’s people, both “in country” and in Calgary have contributed 
enormously to the continuing success of the project; operating in an 
unfamiliar place and in unfamiliar circumstances, they have done a 
great job in all areas and functions. Talisman’s people are also making 
a contribution to the community, in areas such as water, electricity and 
medicine and have shown enthusiasm to help in more personal ways 
such as care packages, craft fairs and friendship. 


However, Talisman’s involvement in Sudan has drawn criticism from certain 
interest groups. This is a great disappointment to me and to Talisman 
staff, because we have seen the beneficial effects of our involvement in 
Sudan and we firmly believe our involvement is right. | too share the 
desire of Canadians to do the right thing in Sudan and hope that the 
revenues generated by the project can be the catalyst for change in 
the country. 


Talisman welcomed Canada’s recent decision to open an office of the 
Embassy in Khartoum following the visit and report of Mr. John Harker 
and Senator Lois Wilson, the special envoy. Respect for human rights 
and the protection and security of civilian populations in conflict areas 
is a Canadian cause that has earned Canada world wide respect. In 
Sudan, Canada has furthered its cause by being part of the solution 
through dialogue and constructive engagement. Talisman’s involvement 
in Sudan and the presence of our people gives Canada the standing to 
have a meaningful dialogue in that country. 


Augmenting our long standing corporate code of ethics, we have 
signed the International Code of Ethics for Canadian Business, and 
incorporated it into our code and compliance process. We recognize 
the need for Canadians to seek comfort that their emissaries continue 
to conduct themselves in a manner of which they can be proud. As the 
search for hydrocarbons continues to move to many other countries 
and other businesses expand overseas, the need to answer ethical 
questions about business involvement will become more universal. 

| am committed to making Talisman’s involvement in Sudan a model 
of responsible corporate behaviour. 


The Future 


Our activity is driven by the belief that Talisman can generate value in 

the upstream business by technical excellence and speed of execution. 
Talisman continues to evaluate upstream opportunities around the world, 
both in our existing areas and in other proven hydrocarbon provinces. 

There are plenty of opportunities and we evaluate each in terms of its 

materiality, profitability and potential for growth. 


Our activity is also driven by the belief that the energy supply complacency 
of the past several years has been misguided. In late 1997, the “Asian 
flu” disguised the tension in the underlying supply by reducing growth 
in demand and paving the way in 1998 for low oil prices. In 1999, the 
unsustainability of that price regime was evident, and prices have 
soared. The failure of the world to replace oil consumption continues. 
At the same time, the assumption of limitless natural gas was called 
into question as Canadian drilling activity did not result in increased 
production. We believe the fundamentals for both oil and gas prices 
continue to be strong, perhaps pointing to a step change in the 
pricing of energy. 


Nevertheless, towards the end of the year, the rush of money into the 
technology sector drained new capital away from the oil and gas industry. 
As a consequence, in the short term, there is the paradoxical situation 
of record cash flow and earnings in the sector, while share prices are at 
record low multiples. | believe Talisman’s shares are severely undervalued 
based on estimated cash flow for 2000 and our growth profile. In reaction 
to this, we have commenced a normal course issuer bid to repurchase 
up to 5% of our outstanding shares over the next 12 months. The rate 
of share buy-back will obviously depend on our share price performance 
and other options for deployment of cash, including debt repayment, 
asset acquisitions or increased exploration and development spending. 


Finally, | would like to thank the Talisman Board of Directors for their 
support and guidance during the past year. In particular, | would like to 
thank the retiring directors Margaret Kent and Don Anderson for their 
contributions over the years. 


Talisman’s prospects are bright and the stage is set for another record year. 


Ble 


James W. Buckee 
President and Chief Executive Officer 
March 8, 2000 
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i Jalisman’s Strategy 


Talisman’s objective is to grow production per share at a rate of 10-15% annually over 
the next five years, using our commercial and technical skills to continue creating value 
in the hydrocarbon business. 


Talisman’s Highly Successful Strategy is Based The Main Elements of Talisman’s Strategy 


Wi : 
on the Fallo ng Beliefs = Remain a large Canadian-based independent 


: ‘ : oil and gas producer 
= Demand for oil and natural gas will continue to gas P 


increase with population and economic growth. = Maintain a high level of operatorship, to retain 


: : : control of costs, timing and technology 
= World scale hydrocarbon discoveries are becoming 


increasingly rare. Exploration risks can be mitigated # Establish commercial hubs to exploit second phase 
by focussing on proved hydrocarbon basins. exploration and development opportunities 

= Corporate and asset acquisitions are legitimate = Explore for or acquire reserves, whichever adds 
ways to add value as long as they provide second the most value, maintaining a 2-3 year project 
phase exploration and development opportunities. development inventory 

® Significant new oil developments require a high level : TL eee: natural gas in Canada 
of technical, commercial and project management 


skills. Low costs are an essential part of value creation. Deploy 85-95% of our capital on low risk projects 


with short lead times; utilize our size, stability 
and expertise in order to pursue selected 
high risk projects 
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1997 to 1999 Proved 600 
Reserve Additions 


(mmboe) os TALISMAN 2002 OBJECTIVE ma 


High 


ALGERIA 


TALISMAN 2000 OBJECTIVE 
TRINIDAD NI 


400 


SUDAN 


TALISMAN 
INDONESIA 300 


= Talisman 
@ Canadian Peers 
200 — mw US Peers 


NORTH SEA 


CANADA OIL 


CANADA GAS m UK Peers 
~ @ Drilling 1 
4 - m Net Purchases and Sales 
Growth Potential High = Net Revisions 
Based on 1999 3Q Production (mboe/d) 
= Canada, the North Sea and Indonesia give = We explore for or acquire reserves, # Talisman continues to pursue international 
us the size, stability and expertise needed whichever adds the most value — opportunities with significant upside. 
to pursue higher risk areas elsewhere. our objective is to maintain a 2-3 Talisman’s drilling program is large enough 
year project development inventory. to deliver a high probability of success. 
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Talisman Executive 


(standing, left to right) (seated, left to right) 
j Nigel Hares Jim Buckee 
1995-1999 Strategic Results Vice-President, Frontier and President and Chief 
International Operations Executive Officer 
# Talisman has become the largest independent Bob Redgate Joe Horler 
Vice-President, Vice-President, Marketing 


ee : 
Canadian oil and gas produce baa i Coney 


: Jackie Sheppard 
Corporate Services 


# Production growth has averaged 18% per annum. Vice-President, Legal and 


Bruce Waterman Corporate Projects, and 
us : Vice-President, Finance and Corporate Secretary 
= The Company spent $4 billion on exploration and Chief Financial Officer 


development, adding 704 mmboe of proved reserves. Mike McDonald 


Vice-President, 


= Talisman spent $3 billion on strategic acquisitions, Business Development 
adding 353 mmboe of proved reserves and numerous Bob Mitchell 
high quality exploration and development opportunities. Vice-President, 
Canadian Operations 
= Talisman’s low risk, diversified approach is reflected Ted Bogle 
in high drilling success rates and low finding and Vice-President, Exploration 


development costs. 
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Mi Energy and Value - A Proven Track Record 


Production Per Share 


Production Per Share and 


Land (millions of net acres) 


Cash Flow Per Share 


Talisman’s production per share has increased at an annual 
rate of 14% since 1992, through both exploration and 
development, and strategic acquisitions. Each acquisition 
has been accretive to cash flow per share and brought 
significant drilling opportunities. 


Cash Flow Per Share 


Cash flow per share has increased 26% annually, with 
production growth augmented by higher international 
netbacks, increased domestic gas prices, cost synergies 
and a weaker Canadian dollar. 


Land 


Talisman has doubled its land base since 1995, primarily 
by adding international acreage. Talisman maintains a 
2-3 year inventory of drilling prospects. 


Drilling 


Talisman has achieved an 89% historical drilling success rate 
by focussing on core, operated areas. 


Emphasis has shifted toward gas drilling in Canada and high potential 
oil opportunities elsewhere. 


Talisman plans to participate in over 650 wells in 2000. Approximately 
50% of these wells will be low risk, Canadian development wells. 


Drilling 1999 1998 1997 1996 1995 
Oil 177 299 625 455 285 
Gas 186 250 226 139 163 
Dry 45 84 89 76 49 
Total 408 633 940 670 497 
% Success Rate 89 87 9) 89 90 
% Oil Wells 49 54 73 77 64 
Reserves 


Talisman is targeting larger hydrocarbon opportunities outside of the 
Western Canada Basin. Our reserve additions per successful net oil 
well in Canada have averaged 150,000 bbls, typical of the industry. 
Talisman’s international reserve additions have been 10 times this size. 


Domestic gas reserve additions of three bcf per successful well are 
three to five times the industry average, due to Talisman’s focus on 
larger targets in deeper horizons. International gas drilling has yielded 
60 bcf per successful well. 


@ (boe/share) 
= (dollar/share) 


Canada 
@ Developed 
@ Undeveloped 


International 
@ Developed 
@ Undeveloped 


9.6 


Proved Reserve Additions Per Successful Well 


1999 1998 1997 1996 1995 
Oil (mbbls) 
Canada 290 166 127 105 116 
International 2,381 1,821 1,934 2,808 1,284 
Gas (bcf) 
Canada 2.7 2.6 22 Si 4.8 
International 94.1 48.9 36.8 98.3 Se 


1 Includes discoveries, additions, revisions and transfers. 
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Reserves underpin future production volumes. Talisman performs a 
thorough internal analysis of its reserves each year. The Company uses 
independent engineers to confirm its own reserve estimates. The objective 
is to independently evaluate 100% of our reserves over five years. There 
have never been major discrepancies between the Company’s evaluations 
and the independent audits. 


Reserve Life Index 


1999 1998 1997 1996 1995 
Canada Oil 9.3 78 8.7 75 TES 
Canada Gas 8.7 7.9 9.1 7.6 73 
International Oil 10.1 8.0 5.0 5.4 4.7 
International Gas 12.9 23.4 22.7 13.9 


22.3 
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@ Production 


Proved Reserves Per Share 
w Net Acquisitions 
5.0 5.0 


(boe/share at year end) 
7.5 
6.8 
5.6 
4.6 

3.2 

92 93 94 95 96 97 98 99 
Talisman has consistently replaced production volumes through drilling 


over the past five years. Our objective in 2000 is to add more than 
150 mmboe of proved reserves, excluding acquisitions. 


25 74.7 


96 


211% 
266% 


75.4 
72.9 


66.9 
9 


Replacement: drilling 109% 
Total with acquisitions 113% 


5 


At year end 1999, Talisman’s reserve life index was 9.8 years for oil 
and 9.7 years for natural gas. The increase in our Canadian reserve life 
index reflects the acquisition of Rigel (less than a full year of production). 
International gas reflects a full year of production from the Corridor 
Gas Project. 


At year end 1999, Talisman had 7.9 boe of proved reserves per share, 
representing 14% per annum growth from the end of 1992. These are 
high value reserves, split approximately 50% between natural gas and 
50% light crude oil and natural gas liquids. 


Capital 

Talisman's exploration and development program increased from 
$379 million in 1995 to $996 million in 1999. Approximately two- 
thirds of Talisman’s exploration and development spending in 1998 
and 1999 was international. 


Drilling expenditures have averaged 47% of exploration and development 
spending over the past three years. Talisman’s priority is to add reserves 
and bring them on production quickly. 


In 2000, Talisman expects exploration and development spending to 
be approximately $1.2 billion. 


Reserve Replacement 


@ Proved Reserve Additions 


199.2 
41.3 


Exploration & Development 
Spending (millions of dollars) 


@ Canada 
317.0 @ North Sea 1,145 
172.8 B® Indonesia 
@ Sudan 
@ Other 
242.8 
221.3 58.7 
144.0 144.2 
111.8 
98.2 
: ( : 
97 98 99 
166% 188% 129% 
256% 265% 283% 


Finding and Development Costs - Recycle Ratio 


Finding and development costs are an important efficiency measure 
for oil and gas companies. Talisman’s finding and development costs 
represent top quartile performance in the industry. 


F&D Costs ($/boe) 1999 3-year 5-year 
Domestic 5.45 5.50 5,22 
International 6.97 6.48 5.43 
Total 6.39 6.07 5.34 
Total including acquisitions 7.90 6.84 6.38 


Acquisition costs appear to be higher than our finding and development 
costs. However, incremental value is generated through cost synergies 
and subsequent developments. 


The recycle ratio is calculated as a netback (revenue less operating 
costs and royalties) over finding and development costs. A ratio of 
one implies each barrel produced generates enough cash to replace 
an equivalent barrel. 


Recycle Ratio 1999 3-year 5-year 
Netback ($/boe) 11.87 10.09 10.23 
Finding and development 1.9 1.7 1.9 
Finding, development and acquisition 1.5 1.5 1.6 


AP ALEIRESTEE 


Talisman’s objective is to keep five-year finding, development and 
acquisition costs in the $6-8 range, with a recycle ratio of at 
least 1.5 times. 
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M@ Market Overview 


World Oil Market 


In 1999, the world oil market exhibited tremendous price volatility and 
the first two months were marked by continued price deterioration. 
In February, WTI averaged US$12.02/bbl. 


In March, OPEC and a number of aligned nations implemented 
production quotas designed to bring oil supply and demand into 
balance. The scope of production restrictions was significant, but 
equally important was the 70% level of compliance. 


OPEC quotas, combined with natural production declines and a lack of 
investment led to a significant reduction in crude oil and product inventories. 
The market watched these events carefully and from March to December, 
the price of oil increased, averaging US$26.09/bbl in December. 


In March 2000, the price of oil continued its upward climb. Supported 
by economic growth, the demand for crude oil remains strong and 
cold winter weather has caused further reductions in crude oil, 
distillate and gasoline inventories. Consequently, WTI prices have 
crossed over US$30/bbI. 


As oil and product inventories continue to decline, there is an expectation 
of particularly tight gasoline supplies for summer 2000. Any OPEC 
decision to increase production will not be taken before late March 
and even if this occurs, it will be some time before physical volumes 
reach the market. Non-OPEC production is increasing, but the loss of 
production capacity during 1998 and 1999, when reinvestment in the 
upstream oil business was significantly curtailed, is still being felt. 


In December 1999, in conjunction with the purchase of the Fourth 
Round Assets, Talisman entered into a series of oil price hedges. 
Approximately 40,000 bbls/d have been hedged on a swap basis for 
2000 at an annual price of US$22.00/bbl WTI. An additional 42,500 
bbls/d have been price protected using three way price collars. The 
balance of Talisman’s oil production is exposed to market prices which 
look very promising for the remainder of 2000. 
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Talisman 2000 Canadian Gas Portfolio 
(815 mmcfi/d)! 


3% 
2% 
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i Fixed Pricing 
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North American Natural Gas Markets 


The start of 1999 saw natural gas demand and prices declining as the 
winter was warmer than normal. Talisman, concerned over the potential 
for continuing declines in price, hedged a large part of its natural gas 
portfolio, resulting in above-market prices at the time. 


By the summer, the situation had changed. In addition to the normal 
cycle of storage refill, market demand was bolstered by strong power- 
generation-driven demand for natural gas. In addition, the supply side 
of the market was showing the impact of reduced capital spending and 
concerns were expressed whether sufficient gas supplies would be 
available for the upcoming winter season. Combined, these factors 
resulted in increased prices. 


The recent winter has also been warmer than normal. November and 
December saw gas prices pull back when it became apparent that 
production and gas in storage would be sufficient to meet 

demand requirements. 
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Looking to 2000, the market is formulating a view as to the supply- 
demand balance for the remainder of the year and concerns are again 
mounting about gas supplies. Despite a record number of gas well 
completions in Alberta in 1999, overall supply has not grown. With a 
strong demand cycle expected, market prices are increasing again. 


Against this backdrop, new incremental pipeline export capacity in 
the form of the Alliance Pipeline is expected to come on stream in 
the fourth quarter of this year. Alliance, fully supported by contractual 
commitments, will add a minimum of 1.3 bcf/d of incremental export 
capacity. This follows 1998 additions on TransCanada Pipeline and 
Northern Border Pipeline. 


The result of this additional pipeline capacity is a “connection” of the 
Western Canada Basin to the larger North American pipeline grid and 
market place. As this has occurred the price of gas in Western Canada 
has increased relative to US benchmark prices. 


Alberta Spot Prices — Natural gas (C$/mcf) 
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Compared to oil prices, which are in steep backwardation (the current 
month's price is in excess of the price in future months), gas prices are 
in slight contango (the future price exceeds the current month’s price). 


The summer 2000 market will set the tone for future price expectations. 
Will drilling activity translate into increased connected volumes available 
for sale? With expectations of continuing high prices, approximately 70% 
of Talisman’s Canadian gas portfolio is linked to market prices in 2000. 


Within this environment, Talisman manages a very large and dynamic 
gas portfolio. We constantly monitor our gas portfolio against 
changing market conditions. 


For 2000, Talisman’s price exposure for Canadian natural gas is: 

= 28% fixed at a fieldgate price of $2.60/mcf 

# 33% linked to various US price indices, which then net back to a 
basin price in the field 

» 39% exposed to floating Alberta and British Columbia market prices 
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M@ Corporate Responsibility 


As a responsible corporate citizen, Talisman operates in an ethical manner which respects health, 
safety, the environment, our employees, human rights and the communities in which we operate. 


Our commitment in these areas is outlined below. 


Health, Safety and Environment 


Health, safety and environment (HSE) performance is a critical aspect 
of the Company's business. 


Safety and environmental audits conducted in Canada and the UK 
confirm compliance with Company standards, which meet or exceed 
regulatory requirements, and support continuous improvement. 


Environmental due diligence preceded the acquisitions of Highridge, Rigel 
and the UK Fourth Round assets, assessing and accounting for potential 
environmental liabilities. Integration of the new properties and people 
into the Talisman HSE Management System is proceeding smoothly. 


In support of the Voluntary Challenge and Registry Program in Canada, 
the Company is implementing a substantial gas conservation project at 
Chauvin and evaluating the feasibility of electrical cogeneration at Edson. 


Talisman is a member of the new Canadian Association of Petroleum 
Producers’ HSE Stewardship Program. Talisman’s policies and practices 
are consistent with this new Program. 


The Company continues to make excellent progress towards abandonment 

and reclamation obligations: 

w nthe UK, planning is underway for decommissioning the Blenheim 
and Bladon wells. 

m |n Canada, approximately 100 inactive wells were abandoned, and 
reclamation certificates were obtained for 70 wellsites. 

m Atyear end, 50% of operated earthen flare pits have been fully 
reclaimed, reflecting the Company's voluntary commitment to 
eliminate flare pits in Western Canada. 

= Anumber of larger reclamation projects were completed in 1999, 
including the site of the former Diamond Valley gas plant. 


Following recent environmental audits in Indonesia, plans were 
developed to evaluate local soils and groundwater, improve waste 
management practices, and enhance oil spill contingency planning. 
This work will be implemented in 2000. 


Oil spill response plans were developed in support of pipeline and 
marine terminal operations in Sudan. 


The Corporate Crisis Management Plan was updated during the year. 
Local and regional Emergency Response Plans (ERPs) were updated 
and tested, demonstrating that the Company is well prepared to 
respond to operational and other emergencies worldwide. A new 
regional ERP was developed for Talismans assets and people in Sudan. 


Safety Cases at Beatrice, Buchan, and Clyde were substantially 
updated and approved by UK authorities. 


In the North Sea, safety management system interfaces with key 
offshore contractors were reviewed and updated where necessary. 


Safety program development continued in Indonesia with a Canadian 
safety consultant providing program development support in Tanjung 
over a three-month period. Over 300 nationals received training in 
safety and loss control fundamentals. 


Safety program development also continued at the Heglig field in 
Sudan. Training in safe driving practices was introduced to curb high 
vehicle accident rates. A safe work permit system was also introduced, 
and fire suppression and first aid training was completed. 


Talisman organized training in Advanced Trauma Life Support and 
Advanced Cardiac Life Support for Sudanese doctors working at the 
Heglig hospital. Training was delivered by a Canadian medical doctor 
specializing in emergency medicine. 
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Code of Business Conduct 


At Talisman, we believe that ethical business practices provide part 
of our licence to operate. Talisman has had policies on business 


conduct in place and applied to worldwide operations for many years. 


In December 1999, the Company reinforced these long standing 
policies by signing the International Code of Ethics for Canadian 
Business. This Code, developed specifically for Canadian businesses 
operating internationally, augments Talisman’s continuing commitment 
to be ethically, socially and environmentally responsible and facilitate 
economic, human resource and community development within a 
stable operating environment. 


The Code sets out a vision, beliefs, values and principles to guide 
Canadian companies operating abroad, and complements Talisman’s 
own policies. The Code recognizes that national governments have 
the perogative to conduct their own affairs in accordance with their 
sovereign rights, but endorses the fact that all governments should 
comply with international treaties and agreements, including the 
protection of human rights and social justice. 
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Human Resources 


In October 1999, Talisman integrated Rigel, adding more than 100 
permanent employees. 


We also recruited 121 employees during the year, bringing our total 
permanent staff complement to 1,113. 


The number of Talisman staff working abroad continued to increase in 
1999. We now have 105 expatriates worldwide, assisting with project 
management, technology transfer, and commercial development. 


Facilities 


Reflecting Talisman’s continuing growth, our head office moved to the 
new Bankers Hall West tower in Calgary. In Aberdeen, our expanding 
UK business will move to new headquarters in 2001. 


Corporate Contributions 


During 1999, the Company contributed approximately $600,000 to 
organizations in its areas of operations worldwide. The Company 
directs funding to health and welfare, civic causes, culture, the 
environment and education. 


In Canada, more than 150 organizations benefit from Talisman’s 
support. In the United Kingdom, Talisman supports environmental 
research programs and education scholarships. In Indonesia, special 
emphasis is given to programs that provide an opportunity for staff 
involvement, such as the Sembako food for the poor program. 
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Employee compensation is aligned with shareholders’ interests through 
a competitive compensation program, stock ownership through the 
Savings Plan and periodic stock option grants. 


Talisman provides technical, leadership and personal development 
programs for all its employees. 


Information Systems 


The Year 2000 Committee of the Board of Talisman was appointed in 
1998 to ensure proper management of the Company's Y2K risks. By 
November 1999, support teams were in place and contingency plans 
were complete. Talisman experienced no significant incidents or 
business interuptions as a result of the Year 2000 rollover. 


In Sudan, Talisman and its partners in the Greater Nile Petroleum 
Operating Company (GNPOC) provided direct funding for medical 
treatment, such as meningitis and tuberculosis vaccination programs. 
We also supported construction of a 60-bed hospital, a medical 
dispensary in Paryang, and provided funding for an orphanage in 
Khartoum. Talisman employees also contributed, by initiating “Project 
Care,” which provided 500 “Care-Sacs” filled with clothing, school 
supplies, toiletries and candies for needy children in Sudan. 


Allocation of Talisman 1999 corporate contributions: 


Civic Causes 22% 
Environmental 7% 
Education 13% 


United Way Campaigns 19% 
Health and Welfare 33% 
Culture 6% 
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M@ Canada 


Strategy and Objectives 


Talisman’s continuing growth worldwide is underpinned by the Company's large domestic operations base. Growth 

in Canada will come from natural gas exploration and development with increasing emphasis on larger, deeper, prospects. 
Talisman’s strategy is to develop core areas near infrastructure, while maintaining a high level of operatorship to provide 
control over costs and capital spending. Talisman maintains a 2-3 year drilling inventory in Canada. 


1999 Highlights Major Objectives for 2000 


Production of 200,000 boe/d, up 16% 


Rigel and Highridge acquisitions augment core areas in 


the Greater Arch, Foothills, West Whitecourt and Northern 
Plains areas Exploration and development spending of over 


$500 million, approximately 80% gas-directed 


Full year production up 6% in 1999, fourth quarter up 19% 
Participation in more than 500 wells 


Reserves up 19% Nas 
Decrease in unit operating costs of 3% 


Finding and development costs of $5.45/boe 

Major focus in the Foothills and Greater Arch 
Unit operating costs of $3.26/boe 
Exploration and development spending of $323 million 


Undeveloped land inventory of 4.5 million net acres 


Production Proved Reserves Capital Expenditures 
(mboe/d) (mmboe) (millions of dollars) 
@ Oil & Liquids @ Oil & Liquids @ Exploration 
@ Natural Gas @ Natural Gas @ Development 
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Drilling and Landholdings 


Drilling (number of wells) 

Oil : : 210.0 Sik 
Gas ‘ : 234.0 105.4 
Dry : 46.4 
Total wells drilled 297.0 167.7 303.3 


Landholdings (000 acres) 
Developed 2,846.9 1,421.2 2,674.4 1,239.2 
Undeveloped 9,918.3 4,527.8 9,567.0 3,909.8 


~ Total acreage -92,765.2 -5,949.0 12,241.45, 149.0 


Details and Production by area can be found under “Supplementary Information” 
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™ Canada Property Review 


Greater Arch 


This geographic region is recognized by the 
industry as an area for future growth with large 
potential for remaining undiscovered reserves. 


The Greater Arch is Talisman’s largest 
Canadian core area, and we are now the 
largest producer in the Arch. The Company 
has a large inventory of multizone-prospects. 
Rapid tie-in of production is facilitated by 
drilling close to existing infrastructure. 


Foothills 


Much of the remaining gas potential in the 
Western Canada Basin will be found in deeper, 
technically challenging, higher cost — higher 
reward plays, such as the Foothills. 


Talisman has built a substantial core exploration 
and production area in the northern Alberta 
Foothills and has established a significant 
new gas exploration presence in the southern 
and central Alberta Foothills. Our exploration 
inventory and infrastructure will underpin 
growth for many years. 


Talisman is the lowest cost driller in the area. 


1999 Activity and Results 
» Doubled 1998 exit rate with the addition 
of Rigel properties 


= Acquired interest in 15 gas plants, six of 
which Talisman now operates as a result 
of the Rigel acquisition 


# Drilled 54 wells, resulting in 26 gas and 
14 oil wells 


« |mplemented capital program of $36.6 
million for development and $26.4 million 
for exploration 


1999 Activity and Results 


= Increased production 88% to 67.1 
mmct/d gas 


# Drilled 13 gas wells with 100% success 


= Implemented capital program of $45.7 
million for development and $21.2 million 
for exploration 


# Significantly increased production over the 
past three years, setting a production 
record in July of 73 mmcf/d 


» Commissioned both the Redcap pipeline 
(8.3 km) and Brown Creek pipeline (44 km) 
on budget and on time 


» Drilled five new wells and performed one 
recompletion in fourth quarter which will 
provide 27 mmecf/d of initial production 


2000 Planned Activity 


= Drill 104 wells, 45 development and 
59 exploration; the largest Canadian 
program planned by Talisman 


= Implement capital program of 
$69 million for development and 
$40 million for exploration 


=» Reduce lifting costs on Rigel heritage 
properties to bring them in line with 
existing Talisman costs 


= Signed agreement at Ram River 
for processing up to 60 mmcfid, 
a major step towards our objective 
of producing 110 mmcf/d from the 
Alberta Foothills by 2001 


2000 Planned Activity 


# Drill 15 development wells and 
seven exploration wells 


= Implement capital program of 
$112 million; 70% for development 


# Add compression at Corde! and 
Lovett River to alleviate gathering 
system bottlenecks 


Chauvin 


Development in this area is characterized by 
low finding and development costs. 


Chauvin continues to be a growth area with 
potential to increase production through infill 
and stepout drilling. 


Northern Plains 


This area is characterized by large geological 
targets and we have a significant prospect 
inventory. 


West Whitecourt 


Properties acquired through the Highridge 
and Pembina acquisitions provide a number 
of medium depth drilling opportunities. 


Strong prospect inventory ensures growth 
in this new core area. 


1999 Activity and Results 


= Increased sales 12% to 5.6 mmcf/d gas 
and 9,706 bbls/d liquids 


« Acquired significant exploration and 
development opportunities at Norris/ 
Redwater through the Highridge acquisition 


« |mplemented capital program of $23.3 
million for development and $1.7 million 
for exploration 


= Drilled 45 wells resulting in 43 oil wells 


= Expanded facilities at the Main Mannville 
Unit following a successful drilling program 


1999 Activity and Results 


= Consolidated interests in several producing 
properties at Firebird, South Chinchaga 
and Venus 


® Drilled eight wells, resulting in four gas 
and two oil discoveries 


=» Implemented capital program of $6.2 
million for development and $3.3 million 
for exploration 


1999 Activity and Results 
# Increased sales 32% to 30.7 mmct/d gas 
® Drilled 27 wells, resulting in 24 gas wells 


» Implemented capital program of $14.5 
million for development and $4.1 million 
for exploration 
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2000 Planned Activity 


# Implement capital program of 
$42.6 million for development 
and $5.9 million for exploration 


® Drill 94 wells: 78 development 
and 16 exploration 


® Install new batteries, drill 43 
wells and implement waterflood 
projects at Evesham, Ribstone 
and North Townlands 


= |mplement a major gas 
conservation project 
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2000 Planned Activity 


® Drill 15 development and 
10 exploration wells 


# |mplement capital program 
of $11 million for development 
and $13 million for exploration 


2000 Planned Activity 


» Drill 32 development wells and 
seven exploration wells in the 
lower Cretaceous play system 


=» Implement capital program of 
$35 million for development and 
$6 million for exploration 
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Ontario 


This is a very profitable high-netback area. 
Horizontal drilling has revitalized onshore 
oil exploration. 


We are the largest oil and gas producer 
in Ontario. 


Monkman 

Our 21-year presence has enabled us to 

become an industry leader in terms of the 

number of deep wells drilled, success rates 
_and pacesetting drilling costs. 


Talisman’s skills are being deployed in a 
new area in the British Columbia Foothills 
to the north. 


Modest exploration activity will maintain 
current production levels which are currently 
limited by downstream plant capacity. 


Carlyle 


After a year of relative inactivity, drilling 

will resume in the Carlyle area in 2000. 

The horizontal development program in the 
existing Mississippian pools will form the 
basis of future activity. Our land and seismic 
data base is a major asset. 
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1999 Activity and Results 


= Increased sales 8% to 19.0 mmcf/d gas 
and 2,708 bbls/d liquids 


= Drilled 10 wells resulting in nine oil wells 
and one gas well 


« |mplemented capital program of $15.2 
million on exploration and development 


= Installed 70 km of offshore gas pipeline 


1999 Activity and Results 
# Sales declined 5% to 106.5 mmecf/d 
# Drilled one gas well at Highhat 


» Implemented capital program of $12.8 
million for development and $7.6 million 
for exploration 


» Brought two wells on production at a 
combined rate of 27.5 mmct/d in the 
third quarter 


2000 Planned Activity 


# Drill 16 development and 
12 exploration wells 


=» Implement capital program of 
$11.5 million for development 
and $5.4 million for exploration 


2000 Planned Activity 
» Drill three exploration wells 


Implement capital program of 
$12.8 million for development 
and $10 million for exploration 


» Add compression and tie-in recent 
gas discoveries 


= Pursue additional gas plays in 
the British Columbia Foothills 
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1999 Activity and Results 


= Sales declined 21% to 9,185 bbls/d 
of liquids 


= Drilled seven wells, resulting in six 
oil wells 


# Implemented capital program of 
$5.2 million for development and 
$1.4 million for exploration 
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2000 Planned Activity 


® Drill 25 development and 
24 exploration wells 


# Implement capital program of 
$15.9 million for development 
and $6 million for exploration 
with major activity at Wapella 
and Melrose/Handsworth 


Edson 


Our largest operated gas plant is located in 
Edson, Alberta. The plant has low operating 
costs and substantial third-party volumes. 


Talisman’s focus at Edson is maintaining the 
plant at capacity. 


Lac La Biche 


Shallow gas development in Lac La Biche 
is characterized by low risk, low operating 
cost opportunities. 


Talisman’s objective is to maintain our 
current level of gas production. 


Central Alberta 


Acme, acquired through the Rigel acquisition, 
has become a significant Talisman property 
and provides development opportunities for 
both oil and gas. 


1999 Activity and Results 


= Increased production 16% to 74.7 mmct/d 
gas and 1,192 bbls/d liquids 


® Drilled 12 wells, resulting in 11 gas wells 


« Implemented capital program of $5.7 
million for development and $5.3 million 
for exploration 


= Plant throughput in the first quarter was 
205 mmcf/d raw gas (179 mmcf/d sales), 
the highest level in 15 years — and up 49% 
from 1998 
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2000 Planned Activity 
# Drill 11 exploration wells 


= Implement capital program 
of $20 million 


# Tie-in to the Alliance pipeline 
with sales to commence 
in October 


= Conduct feasibility study 
for electrical co-generation 
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1999 Activity and Results 
# Achieved production of 81.1 mmct/d 
# Drilled 30 wells, resulting in 24 gas wells 


= Implemented capital program of $13.5 
million for development and $1.3 million 
for exploration 


» Achieved a new production record of 
91 mmecf/d in April 


1999 Activity and Results 
® Drilled six wells, resulting in five gas wells 


« Implemented capital program of $12.2 million 
for development 


» Decreased lifting costs by 23% through 
ongoing rationalization of high cost areas 


2000 Planned Activity 


® Drill 24 development wells 
early in the year 


# |mplement capital program of 
$11.3 million for development 
and $1.5 million for exploration 


2000 Planned Activity 


® Drill 17 development and two 
exploration wells 


» Implement capital program of 
$18.7 million for development 
and $3.5 million for exploration 
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MM North Sea 


Strategy and Objectives 


Talisman’s North Sea strategy is to develop commercial hubs around core operated properties and infrastructure. 

A portfolio of high quality, non-operated assets complements this strategy. Talisman is creating value and extending 
the life of these assets through low risk development opportunities, nearby exploration, secondary recovery, cost 
reduction and third-party tariff revenues. 


1999 Highlights Major Objectives for 2000 


Rigel acquisition added new production from # Exploration and development spending of $390 million 
the MacCulloch field and increased our working focussing on core areas in the Central North Sea 


interest in the Blake field 
Unit operating costs targeted below $9/boe 


Operating costs decreased 12% to $9.87/boe 


Implementation of operatorship of the Piper and 
Production up 5% in 1999, fourth quarter up 31% Claymore complex 


Ross and Orion projects and Buchan flexible Development of Blake by tie-back to Ross 


riser project completed feones 
Continuation of Buchan redevelopment 


Agreement reached to acquire interests in ; : : 


Round Assets Production of 120,000 boe/d 


Exploration and development spending 
of $296 million 


Production Proved Reserves Capital Expenditures 
(mboe/d) (mmboe) (millions of dollars) 
B Oil & Liquids B Oil & Liquids @ Exploration 

@ Natural Gas @ Natural Gas @ Development 
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Details and Production by area can be found under “Supplementary Information” 
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™ North Sea Property Review 


Ross and Blake 


The Ross facilities will be the development 
hub for the Blake field. 


The Ross reservoir is currently produced by 
five production wells and four water 
injectors. The last four development wells 
have demonstrated good reservoir quality 
and provide potential upside. 


The tie-back of the Blake field to Ross will 
extend the field life of Ross by up to 10 
years, increase reserves and result in 
significantly lower unit operating costs. 


Blake reserves in the main channel are 
estimated to be 50-75 mmbbls with 
significant upside adjacent to the channel. 


Clyde and Orion 


The Orion development by tie-back to Clyde 
is typical of the type of development Talisman 
is undertaking in the North Sea. 


1999 Activity and Results 


= Implemented capital program of $8.1 million 
at Clyde 


1999 Activity and Results 


» Commenced production at Ross in April 
with Talisman’s share averaging 10,300 
boe/d since startup; production has been 
limited by lack of water injection 


« Proved extension of Blake onto Block 
13/29b through exploration drilling 


» Acquired significant interests in Blake 
through a major asset exchange and the 
acquisition of Rigel 


» Reached agreement with Blake and Ross 
owners for development of Blake through 
Ross facilities 


=» Exchanged interests in the Cromarty, 
Atlantic and Goldeneye discoveries for 
additional interest in Blake 


» Averaged 10,895 boe/d production at Clyde 


» Completed Orion development on budget 
for $63 million with startup one month 
ahead of plan 


=» Averaged 9,060 boe/d at Orion since startup 


# Drilled Clyde development well 
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Fourth Round Assets 


The Fourth Round Assets (“FRA”) comprise 
the Piper, Claymore, Scapa, Saltire and Chanter 
producing fields, the Flotta Oil Terminal and 
Saltire platform as well as a significant land 
position containing numerous undeveloped 
discoveries and exploration prospects. 


The Piper and Claymore licences were 
awarded in the Fourth Round in 1971-72, 
hence the name Fourth Round Assets. 


1999 Activity and Results 


» Reached agreement with Elf and 
Arco for their FRA interests, effective 
December 31, 1999 


=» Reached subsequent agreement with 
Texaco for their FRA interests, effective 
February 1, 2000 


« Booked Elf and Arco reserves in 1999: 
Texaco reserves will be booked in 2000 


2000 Planned Activity 


= Received formal development 
approval for Blake in January 
2000; production expected 
to start in August 2001 at 
21,000 bbls/d to Talisman 


# Implement capital program 
of $131 million 


® Drill one development well 
at Ross 


2000 Planned Activity 


« |mplement capital program of 
$18.5 million 


® Drill one development well at Clyde 
and two extended-reach exploration 
wells to test new prospects adjacent 
to the Clyde field 


2000 Planned Activity 


» Implement capital program of $65 
million, including development wells 
at Claymore, Saltire and Chanter and 
an exploration well in the Piper area 


» Transfer operatorship in May 


® Close transactions in May, subject 
to receipt of regulatory approvals 


= Book initial FRA production 
commencing January 1 


Buchan 


Flexible risers improve safety and will 
allow coiled tubing drilling from floating 
platforms. This will be the first time coiled 
tubing drilling has been conducted from a 
floating platform. 


Flexible risers also increase tolerance for 
weather conditions, resulting in fewer 
production shutdowns. 


Beatrice 


Beatrice was acquired in a package of assets 
in 1996 with the expectation that production 
could cease as early as 1998 without 
additional drilling success. Talisman has 
optimized production and dramatically 
reduced operating costs. As a result, Beatrice 
showed a positive cash flow in 1999. 


Brae 


Talisman has interests ranging from 
13-20% in seven producing fields in 

the Brae complex. This is a low operating 
cost, long life asset. 


Blenheim and Bladon 


Interests in the Blenheim and Bladon fields 
were acquired through the acquisition of 
Goal Petroleum in 1996. Talisman has 
successfully extended the producing life 

of these mature assets. 


Southern North Sea 


Talisman has a 20% interest in the Trent 
and Tyne gas fields. 


Netherlands 


Talisman holds working interests ranging 
from 10.25% to 27% in a number of gas 
properties. The properties are characterized 
by large, low risk gas reserves. 


1999 Activity and Results 


= Implemented capital program of 
$40 million at Buchan, primarily on 
the installation of flexible risers and 
platform strengthening 


« Achieved production of 5,560 boe/d 
despite an extended shut down; 
the Buchan reservoir continues to 
outperform expectations 


= Completed the flexible riser project 
on budget and on time 
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# Increased working interest in the Hannay ie 
discovery, 8 km north of Buchan, to 60% a 


and assumed operatorship 
2000 Planned Activity 


= Side track two existing wells using coiled 
tubing drilling to enhance production — 


» Commence development planning for 
Hannay as a tie-back to Buchan 
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1999 Activity and Results 
= Reduced total operating costs by 50% 


® Drilled Bravo exploration prospect to the 
east of Beatrice, which was dry 


1999 Activity and Results 
= Implemented capital program of $4.5 million 
= Drilled two development wells 


# Production declined 10% to 22,845 boe/d 
due to normal field declines and reduced 
development drilling 


1999 Activity and Results 


» Achieved better than expected production, 
averaging 5,153 boe/d 


=» Renegotiated terms for use of the leased 
FPSO, extending production through the 
end of 1999 


1999 Activity and Results 


= Made decision to exit the Southern North 
Sea gas basin as the existing position was 
not material 


1999 Activity and Results 
» Implemented capital program of $10 million 
» Drilled five successful development gas wells 


= Traded interests in Block K9ab/c for a 
higher working interest in Block K5b 


2000 Planned Activity 
= Drill Marcel prospect, to the west of Beatrice 


« Maintaining production at Beatrice beyond 
2001 is likely to require exploration success 
in the area. Due to circumstances unique to 
Beatrice any decommissioning expenditures 
will not be incurred until after 2006 


2000 Planned Activity 


# Drill one exploration well and up to eight 
development wells 


2000 Planned Activity 


* Cessation of production is expected 
in the second quarter of 2000; 
decommissioning costs will not 
be significant 


2000 Planned Activity 


® Sale anticipated of interests Me 
Trent andTyne 


2000 Planned Activity 


# Drill one exploration and two 
development wells 


IENEG: 
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TALISMAN ENERGY INC, 


HM Indonesia 


Strategy and Objectives 


Talisman’s strategy in Indonesia has focussed on exploitation of existing oil properties and continued development of a 
Strategic position in an emerging new gas market. Production from the Corridor Gas Project began in October 1998. Large 
reserves in the Corridor Block will provide substantial long-term growth of gas sales and two expansion projects are well 
advanced in commercial negotiations. 


On the political front, a new President was elected through democratic process. Activities surrounding this process did not 
cause any interruptions to Talisman’s operations and payments from Pertamina continued to be received in a timely manner. 


1999 Highlights 


Record production levels, primarily the result of a full 
year of production from the Corridor Gas Project 


Major Objectives for 2000 


Continue appraisal of Suban and Durian Mabok on 
the Corridor Block 


Production up 38% to 46,878 boe/d Exploration and development spending of $125 million, 


: : focussing on Corridor 
Unit operating costs decreased 18% to $3.99/boe 


: : : ) Production of 37,000 boe/d 
Major gas discoveries at Suban and Durian Mabok 


Progressed negotiation of two Corridor gas 
expansion projects 


Proved natural gas reserves up 12% 
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Production Proved Reserves Capital Expenditures 
(mboe/d) (mmboe) (millions of dollars) 
@ Oil & Liquids B Oil & Liquids @ Exploration 


@ Natural Gas 
46.9 


18.0 
33.9 
2.2 
28.5 ea 
28.9 
22.6 
| 
95 96 97 98 99 


@ Natural Gas 
142.4 142.5 


102.59 115.2 
116.5 
75.4 
94.3 
55.3 
Eyam 30.09 “'-' | 39.9 
95 96 97 98 99 


@ Development 


232.7 
212.3 


179.6 
146.7 
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© Singapore 


Batam Island 
Sumatra Kalimantan 
Balikpapan e 


JAMBI 


TANJUNG RAYA 
CORRIDOR 


OGAN KOMERING 


e Jakarta 


MADURA 
Java 
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TALISMAN INTERESTS 


PIPELINE 


PROPOSED PIPELINE 


Drilling and Landholdings 


Drilling (number of wells) 
Oil 
Gas 
Dry 


Total wells drilled 


Landholdings (000 acres) 
Developed 291.7 128.0 308.8 134.1 


Undeveloped 


1,937.3 1,551.8 2,592.4 1,780.9 
Total acreage 2,229.0 1,679.8 2,901.2 1,915.0 


Details and Production by area can be found under “Supplementary Information” 
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™ Indonesia Property Review 


Corridor 


The Corridor Block is an area of tremendous 
natural gas potential. At year end, Talisman 
had booked over one tcf of proved, probable 
and possible gas reserves. 


Corridor Quarterly 
Production (mmcf/d) 


114 442 112 
95 
53 
98 99 


Tanjung Raya 


This major oil field contains an estimated 
600 mmbbls of oil in place. Talisman 
commenced water injection in 1995 to 
increase oil recovery. 


1999 Activity and Results 


=» Averaged production of 108.2 mmcf/d 
from first full year of operation 


» Averaged liquids production of 7,494 
bbls/d from Corridor Production Sharing 
Contract and Technical Assistance Contract 


= Implemented capital spending of $21 million 
in the Production Sharing Contract, and $8 
million in the Technical Assistance Contract 


# Drilled two successful exploration wells 
with Suban 3 proving up substantial 
reserves on the Suban structure, testing 
at 27 mmcf/d of low CO> gas 


= Made significant discovery at Durian-Mabok-2 
(Suban), adding substantial possible reserves 
and testing at 58 mmcf/d of low CO> gas 


# Drilled 12 wells in the Corridor Technical 
Assistance Contract resulting in 11 oil wells 


1999 Activity and Results 


» Achieved average production of 7,803 bbls/d, 
an increase of 7.5%, due to the continued 
success of the waterflood operations 


» Postponed development drilling planned 
for 1999 due to low oil prices 


= Implemented capital program of $9.2 million, 
down from $22 million in 1998 


2000 Planned Activity 


» Anticipate signing the final supply 
agreement between Corridor and 
Power Gas of Singapore in mid-2000, 
with gas deliveries expected to start 
in 2002, increasing to approximately 
50 mmct/d net to Talisman by 2007 


Anticipate signing the final supply 
agreement between Corridor and 
Caltex in mid-2000 with gas 
deliveries expected to start in early 
2002, increasing to approximately 
60 mmct/d net to Talisman by 2003 


Implement capital programs of $58 
million in the Production Sharing 

Contract, including two exploration 
wells at Suban, and facilities expansion 
for the incremental gas sales projects 


« Implement capital programs of $12.7 
million in the Technical Assistance 
Contract to conduct a planned 26 
well development drilling program 


2000 Planned Activity 


» Resume development drilling in 2000 
with a seven well drilling program 
commencing in the first quarter 


» |mplement capital program of 
$16.8 million 
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Ogan Komering 


Talisman has enjoyed considerable historical 
success increasing production from this mature 
property. The OK Block has attained cost 
recovery and is subject to high royalty rates. 


Jambi 


Since obtaining the Jambi Enhanced Oil 
Recovery Contract in 1994, production has 
increased 66% from a successful workover 
and waterflood program. 


Madura 


Madura contains a number of high risk, 
high potential gas prospects. 


TALISMAN 


1999 Activity and Results 2000 Planned Activity 


® Drill four development wells 
at Air Serdang 


=» Implemented capital program of 
$9 million for 10 development wells, 
of which seven were successful 


# Production declined to 12,025 bbls/d 


= Response from the 1998 water injection 
pilot project was not promising 


» Pursue new gas opportunities 
for supply into local markets 


# Talisman’s reported share 
of production will be down 
significantly as a result of the 
Pertamina funding election on 
January 1 (see page 35 of 
MD8A for details) 


SERRE SARITA SCARE 


1999 Activity and Results 2000 Planned Activity 


# Increased production 17% to 1,529 
bbls/d due to continued waterflood 
response and development drilling 
and workovers 


# Implement capital program 
of $3.8 million, including a 
13 well drilling program 


# Drilled four wells resulting in three 
successful oil producers and one 
water Injector 


= Implemented capital program 
of $2.3 million 


1999 Activity and Results 2000 Planned Activity 


# Drill an exploration well 
in the second quarter 


» Completed technical evaluation 
of this exploration block 


» [mplement capital program 
of $14 million 


ENERGY 
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M@ Sudan 


Strategy and Objectives 


Talisman has a 25% interest in the Greater Nile Oil Project, covering three blocks in the Muglad basin. The Company also 
owns a 25% interest in a 1,500 km pipeline from the oil fields to Port Sudan on the Red Sea. Talisman will continue to 
develop and tie-in oil fields on Blocks 1 and 2, and has started to explore for significantly larger targets on Block 4. 


1999 Highlights Major Objectives for 2000 


= Completed development of the first five fields (Heglig, = Development of four new fields, Khairat, Garaad, Munga 
Unity, El Toor, Toma South and El Nar), the production and Bamboo 
facilities and the 1,500 km pipeline and marine terminal; 
oil exports started on August 30, 1999 With continued development and plant de-bottlenecking, 
production is expected to exceed 40,000 bbls/d in 2000 
Capital spending of $281 million: total to the end of 1999 and 50,000 bbls/d in 2001 
of $807 million, including Arakis acquisition 
Exploration and development spending of $97 million 
Production of 11,726 bbls/d, 39,677 bbls/d in December including 11 development and 15 exploration wells 


Drilled 27 exploration and appraisal wells, of which Drill four to five exploration wells on Block 4, providing 
23 were successful a good assessment of the Block by early 2001 


Increased proved reserves from 101 mmbbls to 
132 mmbbls at end 1999 


Talisman in Sudan 


Since entering the project in late 1998, Talisman has had significant influence in many activities of the Greater Nile 
Petroleum Operating Company (GNPOC) through the participation of employees seconded to GNPOC and through 
the management and owner committees. This has included: 


= Community action program: Talisman has led the development of a community action program to ensure that the 
local people in the area of the oilfield realize benefits of the oil development. In 1999, a dispensary was constructed 
in a village 45 km from Heglig and a more comprehensive budget and plan developed for year 2000 includes items 
such as electric power, water, dispensaries and schools. 


# Environmental Protection: Talisman initiated reviews to assess risks of potential environmental damage and 
proposed mitigating measures. 


= Safety of employees: Talisman played a leadership role in implementing safety programs. 


= Local employment: A program to maximize participation of Sudanese in the consortium workforce was developed 
under Talisman’s guidance. Comprehensive training and development programs will ensure GNPOC will continue 
as a strong Sudanese-based company. 
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Exploration and Development Areas 


= Bamboo West-2 was a successful appraisal 
of the Bamboo West discovery. 


a The Khairat NE-1 exploration well tested 
at a combined rate of 1,983 bbls/d from 
three horizons in the Aradeiba. 
Subsequently, three successful appraisal 
wells have been drilled. 


= The Munga-1 discovery tested 1,469 
bbls/d and 1,578 bbls/d from two 
separate zones. 


m The Munga South-1 exploration well 
tested 1,600 bbls/d. 


= Munga North-1 discovered approximately 
10 metres of net pay in the Bentiu. 


s The Unity 27 appraisal well encountered approximately 
60 metres of oil column with as much as 50 metres of Nae 
net pay in a new fault block to the southwest of Unity. yO é ny PIPELINE 


A TALISMAN INTERESTS 


m The Talih West-1 discovery tested 2,957 bbls/d of 36-37° 
API oil from three separate zones within the Zarqa. 


Drilling and Landholdings 


1999 1998 
Gross __Net __ Gross Net 
Drilling (number of wells) 
Oil 39 9.8 19 48 f 
Gas = - - ~ elt =e 
Dry ot 13 = - a 
Total wells drilled 43 11.1 19 4.8 
Landholdings (000 acres) 
Developed 129.9 32.5 129.9 3205 
Undeveloped 11,956.5 2,989.1 U1{950: Seen gou. 


Total acreage 12,086.4 3,021.6 12,086.4 3,021.6 
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M@ Exploration Areas 


Strategy and Objectives 


In addition to its core, low risk exploration and development programs, Talisman also invests 5-15% of its annual 
budget in higher risk, higher potential exploration plays. 


Algeria 


Talisman holds a 35% interest in Block 405 


in the prolific Ghadames Basin, and a 2% 
interest in the Ourhoud field (formerly 
called Qoubba). 


1999 Activity and Results 


« Continued successful exploration and 
appraisal program 


» Implemented capital program of $29.2 
million, drilling one exploration well and 
three delineation/appraisal wells 


a MLC-1 well tested over 8,000 bbls/d; 
this pool was delineated by MLC-2 
which tested minor amounts of oil and 
determined the extent of the pool 


Trinidad 


Talisman holds interests in Blocks 2ab and 2c 


offshore Trinidad. 


» Discovered a new pool at MLNW in the 
deeper, Late Devonian reservoir zone; the 
well tested at approximately 8,500 bbls/d 


» Drilled an appraisal well on MLSE-3 which 
was completed in January 2000 and flowed 
21,847 bbls/d 


= Submitted an Exploitation License Application 
(ELA) in October for development of the 
MLN field; production is expected in 2002 


» Continued development of the Ourhoud 
field; production is expected in 2002 
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1999 Activity and Results 


# Tested the Angostura-1 exploration well 
on Block 2c (Talisman 25%) at 30 mmct/d; 
a significant gas discovery 


® Participated in the Lord Kitchener-1 
exploration well on Block 2ab (Talisman 
50%) which was dry and abandoned 


2000 Planned Activity 
= Further delineate the MLW discovery 


= Commence significant development 
activity, with production planned for 
first quarter 2002 


» Submit three ELA’s for development of 
additional pools including the MLSE pool 


» |mplement capital program of $41 million, 
for development of the MLN and Ourhoud 
fields and drilling of five exploration and 
appraisal wells 


=» Complete relinquishment of Block 215 


= Continue to investigate the feasibility of 
selling our interests in Algeria 


2000 Planned Activity 


= Drill one well to appraise the Angostura 
gas discovery 


® Drill two exploration wells, one targeting 
oil on Block 2ab, the other will test a new 
structure on Block 2c 


™ Corporate Governance 


Talisman’s approach to corporate 
governance aligns closely with The 
Toronto Stock Exchange's guidelines 
for effective corporate governance. The 
Company addresses the TSE guidelines 
through Board composition, stated 
responsibilities of the Board and 
through various committees of the 
Board, as outlined below. 


Composition of the Board 


Talisman is in full compliance with the 

TSE recommendation that “The Board of 
Directors of every corporation should be 
constituted with a majority of individuals 
who qualify as unrelated directors. An 
unrelated director is a director who is 
independent of management and is free from 
any interest or business or other relationship 
which could, or reasonably be perceived to, 
materially interfere with the director's ability 
to act with a view to the best interests of 
the corporation, other than interests and 
relationships arising from shareholding’ 

The Board of Directors of Talisman comprises 
nine directors, eight of whom, including the 
Chairman of the Board, qualify as unrelated 
directors as defined by the TSE. The Board 
believes that it can operate effectively at its 
current size. 


The composition of the Board, including the 
independence of the Chairman and his 
specified role, ensures that the Board has “in 
place appropriate structures and procedures 
to ensure that the Board can function 
independently of management” and that 
“committees of the Board of Directors are 
composed of outside directors, the majority 
of whom are unrelated directors”. 


The Chairman of the Board is specifically 
charged with responsibility for leading 
and managing the Board in discharging 
its responsibilities and acts as the Board's 
spokesman to management. 


Responsibilities of the Board 


In accordance with the TSE guidelines, the 
Board of Directors has “explicitly assumed 
responsibility for the stewardship of the 
Company, and as part of the overall 
stewardship responsibility”, the Board 
ensures that the Company has: 


i. established long-term goals and 
a Strategic planning process 

ii, identified the principal risks of 
the Company's business and 
implemented appropriate systems 
to manage those risks 

iii. undertaken sufficient succession 
planning to manage and monitor 
management risk 

iv. developed and implemented a 
communications policy 

v. established internal controls and 
management information systems 
which have sufficient integrity. 


The Board of Directors has plenary power 
over all matters not explicitly delegated to a 
committee of the Board. In particular, it is 
responsible for approving the Company's 
debt and borrowing policy and its dividend 
policy, and it has established authorities 
regarding the Company's hedging and 
derivative activities. In addition, prior Board 
approval is required of all major debt 
financing agreements, the annual capital 
expenditure plan, and all acquisitions, 
dispositions or expenditures exceeding 
specified limits. The Board of Directors, 
together with the President and Chief 
Executive Officer, have developed mandates 


Executive Committee 


TALISMAN ENERGY 


for the Board embodying the foregoing, and 
for the President and Chief Executive Officer, 
indicating limits to management's authority. 
To assist Board members in performing their 
responsibilities, the Company has adopted 

a policy whereby, with the approval of the 
Governance and Nominating Committee, 

a Board member may engage an outside 
advisor at the Company's expense. 


The Board of Directors met nine times 
during the 1999 fiscal year. 


Committees of the Board 


The Board of Directors has established six 
committees: the Executive Committee, the 
Governance and Nominating Committee, 
the Audit Committee, the Management 
Succession and Compensation Committee, 
the Pension Funds Committee, and the 
recently formed Year 2000 Committee. In 
accordance with the TSE guidelines, and as 
a result of the composition of the Board, all 
committees comprise a majority of unrelated 
directors. The President and Chief Executive 
Officer is a member of the Executive 
Committee, the Pension Funds Committee 
and the Year 2000 Committee and is the 
only inside and related director on these 
committees. The Governance and Nominating 
Committee, the Audit Committee and the 
Management Succession and Compensation 
Committee are composed exclusively of 
outside directors. With the exception of the 
Executive Committee, for which there are no 
regularly scheduled meetings, the committees 
of the Board convene in accordance with an 
annually developed schedule. 


Members 
James W. Buckee 


Peter N.T. Widdrington’ Donald J. Anderson 
Margaret M. Kent 


The Executive Committee is an extension of the full Board and convenes to take action when 
necessary and when it is not practicable to call a meeting of the full Board. Consequently, 
there are no regularly scheduled meetings for this committee. The Committee met four times 


during the 1999 fiscal year. 
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Governance and Nominating Committee 


Members _ Peter N.1. Widdrington! Robert A. Bandeen 
Dale G. Parker Stella M. Thompson 


Mandate and Activities 

develops the Company's approach to corporate governance 

establishes a long-term plan for composition of the Board 

identifies new Board nominees 

implements an education and orientation program for new Board members 
reviews and determines director compensation 

assesses the effectiveness of the Board, its committees and its individual members 


The Committee met four times during the 1999 fiscal year. 


Audit Committee 

Members Donald J. Anderson Dale G. Parker! 
David E. Powell Margaret M. Kent 

Mandate and Activities 


© oversees the Company's internal accounting and financial systems and its controls 

e ensures that the Company maintains effective internal control systems 

¢ ensures adequate processes are in place for detecting risks and controlling weaknesses 

e maintains direct access to the Company's internal and external auditors and meets 
separately with each group on a regular basis 


The Committee met three times during the 1999 fiscal year. 


Management Succession and Compensation Committee 


Members Peter N.T. Widdrington Robert A. Bandeen'! 
Paul J. Hoenmans Stella M. Thompson 


Mandate and Activities 

© reviews succession plans for key management positions within the Company 

e reviews management development and staffing plans, compensation and benefit plans 

e reviews annual performance contracts of the Company's Chief Executive Officer and 
Vice-Presidents in conjunction with the Board 

e considers stock option grants to employees 


The Committee met five times during the 1999 fiscal year. 


Pension Funds Committee 


Paul J. Hoenmans 
Stella M. Thompson! 


Members James W. Buckee 
David E. Powell 


Mandate and Activities 
© approves the investment objectives and policy of the Company's pension plans 
e reviews investment strategy and the performance of the plans 


The Committee met two times during the 1999 fiscal year. 


Year 2000 Committee 


Members James W. Buckee David E. Powell! 


Stella M. Thompson 


Mandate and Activities 

e oversees the Company's approach to Year 2000 matters until satisfactory conclusion of 
all Year 2000 matters affecting the Company is reached 

© confirms that management has established appropriate initiatives to manage Year 2000 
risks and that it oversees the progress of the Company's Year 2000 initiatives 


The Committee met four times during the 1999 fiscal year. 
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Director Share Ownership Policy 


In August 1998, the Board adopted a policy 
regarding Company share ownership by 
directors. The policy prescribes that each 
director should own at least 2,500 Talisman 
shares and sets out a timeframe and process 
over which that accumulation should occur. 
All directors currently own Talisman shares 
that meet or exceed the levels of ownership 
set out in the policy. 


Management Performance 


The terms of the mandate of the Board 
ensure that the Company annually assesses 
its long-term strategy and sets its budget and 
development plan for the ensuing year. This 
process produces specific annual goals for 
the Company which are then further developed 
into specific contracts for each of the officers 
of the Company based upon that officer's role 
in the Company. Through this process, each 
officer individually (including the President 
and Chief Executive Officer), and the officers 
as a whole, are made directly responsible for 
achieving the annual goals of the Company. A 
significant portion of the annual compensation 
of each officer is based upon achieving these 
Company and individual goals. 


Shareholder Communications 


Talisman’s shareholder communications 
policy specifically adopts the principles of 
timely, accurate and efficient disclosure of 
information concerning the Company to all 
shareholders. In addition to the required 
annual, quarterly and timely reporting of 
information, the Company regularly makes 
presentations to industry analysts and 
investors. The Company also meets informally 
upon request with investors and analysts. The 
Company's Investor Relations and Corporate 
Communications Department has the specific 
mandate of responding in a timely manner to 
all inquiries received from shareholders, 
analysts and potential investors. Shareholder 
inquiries or suggestions are forwarded to the 
appropriate person or to senior management. 
Shareholders may also obtain corporate 
information on the Company's external website. 
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™ Management’s Discussion and Analysis 


The following discussion and analysis should be read in conjunction 
with the Consolidated Financial Statements included on pages 43 to 
67 of this annual report. In particular, note 15 provides segmented 
financial information which forms the basis for much of the following 
discussion and analysis. Barrels of oil equivalent (“boe”) is based 
on a conversion rate of six mcf of natural gas for one barrel of oil 
equivalent. All comparative percentages included in this discussion 
and analysis are between the year ended December 31, 1999 and 
the year ended December 31, 1998, unless stated otherwise. 


Excellent drilling results, the startup of several major international oil 
fields, strategic and operational acquisitions, combined with strengthening 
oil prices, generated record high cash flow and earnings for Talisman in 
1999. Talisman added over 200 mmboe of proved reserves in 1999 and 
replaced 283% of production. Importantly, the Company should be 
positioned for 25-30% production growth in 2000, which at recent 
price levels should generate another year of record results. 


Talisman’s overall production grew 14%, averaging 309,015 boe/d in 

1999. Natural gas production growth of 21% came from a full year of 
production from the Corridor Gas Project in Indonesia, development in 
Canada, and the acquisition of Rigel Energy Corporation (“Rigel”). Crude 
oil volumes rose 8% reflecting commencement of the Greater Nile Oil 

Project in Sudan and the Ross and Orion fields in the North Sea. 


In July 1999, the Company acquired Highridge Exploration Ltd. 
(“Highridge”) for $88 million followed by the purchase of Rigel in 
September 1999 for $1.1 billion. These acquisitions contributed 
12,059 boe/d in 1999, as well as future exploration and development 


Cash Flow Cash Flow Per Share 
(millions of dollars) (dollars) 
1,111 8.91 
7.29 
6.71 
797 
697 5.64 
631 S21 
95 96 97 98 99 95 96 97 98 99 


opportunities. At year end, Talisman concluded agreements to acquire 
working interests in several producing fields in the Central North Sea 
(“Fourth Round Assets”). Talisman’s production from the Fourth Round 
Assets, including an additional interest purchased in 2000, is estimated 
to be 46,825 bbls/d in 2000. 


Higher crude oil prices and Canadian natural gas prices and Talisman's 
increased production contributed to a 76% rise in cash flow and 

an improvement in net income to $176.8 million. Exploration and 
development expenditures totalled $996.0 million, down 13% because 
of a constrained capital budget early in 1999. With a continuation of 
current energy prices and anticipated production in 2000 of approximately 
400,000 boe/d, cash flow is expected to be sufficient to meet the 
Company's current year capital requirements, pay down a portion of debt 
and fund a normal course issuer bid to repurchase its common shares. 


Financial Highlights 


Cash flow reached a record high $1.1 billion in 1999, up from 

$631.1 million in 1998. A 14% increase in production, a 33% rise in 
energy prices and an 8% drop in unit operating costs contributed to the 
significant rise in cash flow. Talisman’s net income was $176.8 million 
compared to a loss of $258.8 million in the prior year. The loss in 1998 
was largely the result of impairments of $183.0 million after tax. 


Talisman’s total revenue rose 44% to $2.0 billion. West Texas Intermediate 
("WTI") oil prices averaged US$12.49/bbl in January 1999 and increased 
to US$26.09/bbl in December. The improvement in world crude oil prices 
was the result of OPEC's compliance with production quotas and 
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reduced industry investment at a time of increasing global oil demand. 
Oil and liquids revenue also rose as a result of added crude oil and 
liquids production of 11,574 bbls/d, mainly from the commencement 
of production in Sudan. Oil and liquids revenue constituted 63% of 
gross sales in 1999 (1998 — 59%; 1997 — 68%). Natural gas revenue 
increased 38% largely due to production gains of 21%. 


Unit operating costs averaged $5.14/boe in 1999, down 8% from 
$5.61/boe in 1998. Cost reductions in the North Sea and 12 months 
of Corridor’s low natural gas unit operating costs contributed to 

this reduction. 


Royalties averaged $3.46/boe in 1999, up 59% from the prior year 
due mainly to the rise in crude oil prices and Canadian natural gas 
prices as well as the commencement of production from the Greater 
Nile Oil Project in Sudan. These royalty rate increases were partially 
offset by the Corridor Gas Project's initially low royalty rate during the 
cost recovery phase, which averaged $1.02/boe in 1999. 


Net Income & Cash Flow Variance (millions of Canadian dollars) 
1998 Loss $ (258.8) 


Favorable (unfavorable) 
Cash flow variance 


Oil and liquids volumes 87.0 
Natural gas volumes 112.3 
Oil and liquids prices 461.0 
Natural gas prices 123.8 
Royalties (175.4) 
Other revenue (4.4) 
Operating expense (22.5) 
Interest expense (28.6) 
Current taxes (45.5) 
Other (28.0) 
Total cash flow variance 479.7 
Non-cash items 

Depreciation, depletion and amortization expense (131.8) 
Impairment writedowns 224.9 
Dry hole expense 40.6 
Exploration expense 22.9 
Deferred taxes (196.7) 
Other (4.0) 
Total non-cash items (44.1) 
1999 Net income $ 176.8 


Daily Production Volumes 


Talisman’s natural gas production averaged 904 mmcf/d in 1999, 
achieving a milestone of 1.0 bcf/d during the fourth quarter of 1999, 
largely a reflection of production from the Corridor Gas Project, the 
Company's development of Canadian natural gas opportunities and the 
Rigel acquisition. Oil volumes averaged 158,323 bbls/d in 1999, reaching 
200,347 bbls/d during the fourth quarter with the commencement of 
the Greater Nile Oil Project in Sudan. Overall, production averaged 
309,015 boe/d in 1999, an increase of 14% or 37,622 boe/d. The 
Company's compound annual growth rate since 1992 has averaged 
29% with production growth in 2000 expected to be 29%. 


Canadian natural gas production was up 8% to 681 mmcf/d, due 
largely to added volumes from the Rigel and Highridge acquisitions as 
well as drilling success and development work in the Alberta Foothills, 
West Whitecourt and Edson areas. Crude oil and liquids production 
increased slightly during 1999 to 58,489 bbls/d with the addition of 
the Rigel oil properties and development at Chauvin which offset 
natural production declines from other areas. Lower spending on 
domestic oil projects resulted in declines in several oil properties, most 
noticeably at Carlyle, down 2,433 bbls/d. Non-operated production 
declined largely as a result of property dispositions. 


North Sea crude oil volumes grew 3% to 59,256 bbls/d. Production 
from Ross, Orion and MacCulloch offset declines at Beatrice, Buchan, 
Brae and Blenheim/Bladon. Natural production declines accounted for 
a majority of the reduced volumes, however, the drop at Buchan was 
largely from an extended shutdown of 70 days for the installation 
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of a new flexible riser system. Beatrice was also shut down for over a 
month for a pipeline pressure test. Production from Blenheim/Bladon 
was expected to cease in 1999, however, due to the rise in world crude 
oil prices and significantly reduced operating costs, its production is 
now expected to continue into the second quarter of 2000. North Sea 
natural gas volumes rose 11% to 115 mmcf/d due in part to added 
volumes from Trent and Tyne and Brae, as well as initial gas production 
from Orion and Ross. 


In Indonesia, with a full year of production from the Corridor Gas 
Project, natural gas volumes increased to 108 mmcf/d. Crude oil 
production declined 9% to 28,852 bbls/d, largely the result of lower 
capital spending and natural production decline at the Ogan Komering 
("OK") Block. Pertamina, the Indonesian national oil company, elected 
to convert a large portion of its previously reported royalty interest in 
the OK Block to a 50% equity interest effective January 1, 2000. 
Pertamina will now fund its equity share of capital and operating 
costs, reducing Talisman’s future reported production at OK Block by 
50%. A corresponding reduction in royalties, operating and capital 
requirements will mean overall net cash received will be only slightly 
affected. OK Block's year end gross conventional crude oil reserves 
were adjusted downwards due to this election. 


Tanker loading of crude oil from the Greater Nile Oil Project in Sudan 
commenced on August 30, 1999 with production averaging 11,726 
bbls/d in 1999. 


Netbacks 


Prices 


World crude oil prices rebounded dramatically from the lows 
experienced in 1998. WTI averaged US$19.24/bbl in 1999, up 33% 
from US$14.43/bbl in 1998. The Company's average crude oil and 
liquids price increased 48% to $25.21/bbl (1998 — $17.02/bbl). A large 
portion of the Company's incremental crude oil production occurred in 
the later part of 1999 and benefited from the higher prices. 


Talisman’s average natural gas price rose 14% to $2.60/mcf in 1999 
from $2.28/mcf in 1998. Canadian natural gas prices accounted for a 
majority of the price change, which was largely attributable to added 
pipeline capacity into the United States causing the narrowing of 
Canadian natural gas price differentials with prices in the United 
States, and higher overall natural gas prices in the United States. 


Corridor’s natural gas price, which is referenced to the price of Duri 
crude oil, rose 87% to average $3.09/mcf in 1999. North Sea natural 
gas prices declined 22% due to an increased proportion of variable 
spot market sales. The added spot price exposure is mainly from a rise 


in spot sales at Brae and the 1998 cancellation of certain gas contracts. 
North Sea spot prices were below fixed price contract terms in 1999 
and also declined 16% from spot prices in 1998. 


Talisman’s reported oil and liquids and natural gas prices are net of 
associated hedging gains and losses. In 1999, the Company's average 
crude oil and liquids price was net of a hedging loss of $1.39/bb! 
(1998 — $0.40/bbl; 1997 — $0.66/bbl). Natural gas prices were net of 
a hedging loss of $0.08/mcf (1998 — $0.02/mcf gain; 1997 — $0.01/mcf 
gain). Roughly 55% of the total hedging losses in 1999 were related 
to forward foreign exchange derivative contracts. Refer to note 10 of 
the Consolidated Financial Statements for additional details regarding 
Talisman’s financial instruments at December 31, 1999. 


Canada 
1999 1998 1997 

Oil and liquids ($/bbl) 

Sales price $22.16 $15.32 $21.97 

Royalties 4.97 3.09 5.26 

Operating costs 3.61 3.50 3.2 
Netback $13.58 $ 8.73 $12.99 
Natural gas ($/mcf) 

Sales price $ 2.45 $ 2.03 $ 1.98 

Royalties 0.48 0.30 0.32 

Operating costs 0.51 0.50 0.48 
Netback $ 1.46 Sete2z3 $ 1.18 
Netback ($/boe) $10.31 $ 7.84 $ 9.14 


Netbacks include hedging activities, but do not include synthetic oil or pipeline operations. 


Talisman Average Talisman Average 
Realized Oil Prices Realized Natural Gas Prices 
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As a percentage of sales, Canadian crude oil and liquids royalties 
averaged 22% in 1999, up slightly from 20% in 1998. Natural gas 
royalties, as a percentage of sales, averaged 20% in 1999 versus 15% 
in 1998, largely the result of higher crown royalty rates associated with 
higher natural gas prices. While the rise in 1999 royalties was mainly 
due to prices, royalty rates can vary based on items such as the type of 
oil or natural gas produced, applicability of freehold royalties, overriding 
royalties or royalty holidays, and the province of production. 


Unit operating costs in Canada averaged $3.26/boe in 1999, up 3% 
(1998 — $3.18/boe; 1997 — $3.10/boe). Natural gas unit operating 
costs remained relatively unchanged. Operating costs for crude oil and 
liquids rose $0.11/bbl due in part to declining production at Carlyle, 
Shaunavon and Warburg, as well as higher unit operating costs at certain 
Rigel properties. The sale of high cost non-operated properties during 
1999 and production gains at Chauvin partially offset the cost increases. 


North Sea 


1999 1998 1997 

Oil and liquids($/bbl) 
Sales price $26.96 $18.14 $25.49 
Royalties 0.58 0.24 235 
Operating costs 11.58 12.70 10.92 
Netback $14.80 $e 5r20 $13.22 

Natural gas ($/mcf) 
Sales price $ 3.06 $ 3.93 $ 3.89 
Royalties 0.10 0.04 0.16 
Operating costs 0.76 1.04 0.91 
Netback $12220 $ 2.85 $ 2.82 
Netback ($/boe) $14.41 $ 7.95 $14.14 


Netbacks include hedging activities, but do not include pipeline operations. 


North Sea netbacks increased proportionately more than other 
geographic areas due mainly to the minimal impact of royalties. The 
rise in both oil and natural gas royalties was due to higher crude oil 
prices. The increase in crude oil and liquids royalties was partially offset 
by new production from Ross, Orion and MacCulloch, which are not 
subject to royalties as royalties are only payable on fields developed 
prior to 1983. Natural gas royalties were affected by the rise in crude 
oil because royalties at Brae are calculated on a field basis, combining 
both oil and natural gas revenues and costs to calculate an average 
rate per boe. The acquired interests in the Fourth Round Assets are 
largely subject to royalties and accordingly are expected to cause a 
slight increase in Talisman’s overall North Sea royalty rate in 2000. 


North Sea unit operating costs declined 12% to average $9.87/boe 

in 1999 (1998 — $11.21/boe; 1997 — $9.56/boe), largely because 
Talisman successfully implemented major cost reduction programs, most 
noticeably at Beatrice. North Sea unit operating costs continue to be 
impacted by the higher cost operating properties such as Beatrice and 


Blenheim/Bladon, where declining production partially offset gains 
received from the cost reduction programs. Also impacting unit operating 
costs was the 70 day shutdown at Buchan for the installation of flexible 
risers and the implementation of a field life extension program and the 
42 day shutdown at Beatrice for a pipeline pressure test. Ross unit 
operating costs were above the North Sea average rate due in part to 
lower than expected production levels and the inclusion of the operating 
lease expense for the FPSO (Floating, Production, Storage and Offloading) 
vessel. North Sea operating costs continue to be affected by the high 
UK pound sterling exchange rate which averaged $2.40 per UK pound 
in 1999 (1998 — $2.46; 1997 — $2.27). Unit operating costs are expected 
to decline in 2000 with the addition of the Fourth Round Assets and 
the continued impact of cost reduction programs. 


Indonesia 
1999 1998 1997 

Oil and liquids ($/bbl) 

Sales price $24.81 $17.61 $25.62 

Royalties 10.63 6.51 11.41 

Operating costs 4.98 4.89 5.68 
Netback $ 9.20 $ 6.21 $ 8.53 
Natural gas ($/mcf) 

Sales price $ 3.09 $ 1.65 $ - 

Royalties 0.17 0.11 = 

Operating costs 0.40 0.76 = 
Netback $ 2.52 $ 0.78 MS 
Netback ($/boe) $11.47 $ 6.11 $ 8.53 


Netbacks include hedging activities. 


All Talisman’s Indonesian crude oil production is sold to Pertamina 

at prices referenced to world crude oil markets. Corridor’s natural gas 
production is exchanged for Duri crude oil, on an energy equivalent 
basis and sold offshore under a long-term marketing agreement, 
payable in US dollars. Corridor commenced production in the fourth 
quarter of 1998 when crude oil prices were substantially lower than 
current levels, and accordingly the Company's Indonesia natural gas 
sales price has risen along with the price of crude oil. 


As Duri crude oil is exchanged for Corridor natural gas, Indonesian 
natural gas royalties are currently calculated based on oil volumes and 
prices. Indonesian royalties include Pertamina’s share of profit oil from 
all producing areas and oil committed to the domestic market at 
reduced prices pursuant to contract terms. Talisman accounts for 
Indonesian royalties based on rates in effect at the time of production. 
Rates increase significantly when Talisman’s cost recovery pools are 
depleted. These pools represent capital and operating expenditures 
that are deductible on a contract by contract basis from sales revenue. 
The timing and extent of royalty rate increases depend on future cost 
recovery pools, production, and prices. 
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Indonesian crude oil and liquids royalties averaged 43% of sales in 
1999, compared to 37% in the prior year. Higher crude oil prices 
contributed to the rate increase. The Indonesian royalty rate for crude 
oil and liquids continues to be high in comparison to other areas as a 
large percentage of oil production comes from the OK Block where 
cost recovery has already been reached. 


Unit operating costs for 1999 averaged $3.99/boe, down 18% from 
$4.87/boe in 1998. Twelve months of production from the Corridor Gas 
Project, where operating costs averaged $2.40/boe in 1999, contributed 
to the unit cost decline. Partially offsetting this gain were production 
declines at OK Block which caused the field's unit operating cost to 
increase; however, the field’s cost per barrel still remains substantially 
below the average Indonesian overall unit operating cost. 


Sudan 
1999 1998 1997 
Oil ($/bb!) 
Sales price $31.24 $¢ - $ - 
Royalties 7.05 - ~ 
Operating costs 5.24 = — 
Netback $18.95 $ - a 


Sudan's high average sales price of $31.24/bbl reflected commencement 
of production in August 1999 when world crude oil prices had substantially 
improved from earlier in the year. 


Sudanese royalties include the Government's share of profit oil and 
unused cost oil. Capital cost recovery is separated into two components: 
the upstream production blocks and downstream pipeline operations. 
Crude oil production is initially allocated to upstream capital cost 
recovery at a rate of either 40% or 45% depending on location of 
production. Once upstream capital cost recovery occurs, all future cost 
oil production after recovery of operating costs reverts to the Sudanese 
Government. The remaining portion of production is applied to profit 
oil, where the Government's share ranges from 38% to 80%. Downstream 
capital costs are recovered through a pipeline transportation tariff. The 
pipeline tariff includes components for capital cost recovery, return on 
investment, and operating cost recovery. Talisman holds an interest in 
the pipeline and main terminal pursuant to an agreement that terminates 
on the later of September 1, 2014 and the achievement of a specified 
real internal rate of return, afterwhich the interest reverts to the 
Sudanese Government. The timing and extent of capital cost recovery 
depends on crude oil prices, future cost recovery pools, production, 
third-party use of the pipeline and United States inflation rates. 


Talisman received upstream capital cost recovery priority which ended 
in early 2000. At December 31, 1999, Talisman had accumulated 
US$53.7 million ($78.5 million) of deferred revenue on future Sudanese 
production. The deferred revenue and associated production will be 


brought into income during the period over which certain other 
working interest holders cost recover their proportionate share, which 
is anticipated to take approximately one year. Subsequent upstream 
capital cost recovery will be shared equally based on working interests. 
The Company's share of pipeline tariffs and profit oil are not affected. 


Unit operating costs for the first four months of production averaged 
$5.24/bbl, impacted by startup expenditures and lower production 
during startup. Because a large portion of the pipeline’s operating 
costs are fixed, unit operating costs are expected to decline 
significantly in 2000. 


Depreciation, Depletion and Amortization Expense 


DD&A per boe 1999 1998 1997 
Canada $ 5.87 $ 5.16 $ 4.53 
North Sea 9.88 9.27 10.42 
Indonesia 4.20 4.43 4.51 
Sudan 5.42 — ~ 
Total Company $ 6.62 $76.21 $ 6.18 


Depreciation, depletion and amortization (“DD&A") expense was up 21% 
to $746.6 million (1998 — $614.8 million; 1997 — $541.2 million) with 
added volumes in Canada, the addition of several new producing areas, 
including Ross, Orion, and the Greater Nile Oil Project, and a full year 
of production from the Corridor Gas Project. On a boe basis, DD&A 
expense rose 7% from 1998 with the largest proportional increase 
occurring in Canada where the inclusion of the Rigel and Highridge 
properties and a change of production mix (between fields and 
between oil and gas) contributed to the rise in the Canadian DD&A 
rate. Canadian DD&A per boe is expected to rise in 2000 with the 
inclusion of 12 months of production from the added Rigel properties. 
North Sea DD&A per boe rates reflected new production from Ross and 
Orion replacing production from more mature fields with lower DD&A 
rates. Rates in Indonesia declined slightly due to 12 months of natural 
gas production from the Corridor PSC, where the rate is below the 
Indonesian average. Indonesian DD&A per boe is expected to increase 
in 2000 due to the reduced working interest at the OK Block. 


Dry Hole Expense 


Dry hole expense was down 45% to $50.6 million (1998 — $91.2 million; 
1997 — $42.4 million). The annual expense can vary substantially between 
years depending on success rates, number of wells drilled and the type 
of wells drilled. For the majority of 1999, Talisman operated under a 
constrained capital budget due to the low price of oil experienced in 
1998 and early 1999. This was reflected in the reduced amount of 
exploratory work completed in 1999. Talisman incurred dry hole costs 
in all major exploration areas, however, the majority of dry hole expense 
was attributable to the North Sea. 
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Exploration Expense 


Exploration expense consists of geophysical and geological expenses, 
seismic, lease rentals and indirect exploration expenses. Exploration 
expensed in 1999 was $79.5 million, a drop of 22% from the prior 
year (1998 — $102.4 million; 1997 — $92.3 million). The current year 
expense was impacted by the reduction in exploration work in the 
North Sea’s Moray Firth and surrounding area but included increased 
exploration activity in Sudan. 


Corporate Expenses 


General and Administrative Expense 


General and administrative (“G&A”) expense was up 19%, due largely 
to costs associated with the Greater Nile Oil Project in Sudan, the Rigel 
acquisition, performance-based variable pay and higher staff levels 
related to the rise in production. G&A expense per boe rose slightly 

to $0.62/boe (1998 — $0.59/boe; 1997 — $0.66/boe). 


Interest Costs and Preferred Security Charges 


Interest capitalization during 1999 of $41.4 million (1998 — $51.0 
million ; 1997 — $29.1 million) was allocated to the Greater Nile Oil 
Project in Sudan and the Ross Development Project in the North Sea. 
Both commenced commercial production in 1999 and accordingly, 
no additional interest costs will be capitalized on these projects. 
Talisman’s accounting policy requires the calculation of capitalized 
interest on all major development projects, regardless of whether the 
project was financed with cash flow or through the issuance of debt. 


General & Administrative 
Expense ($/boe) 
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Interest costs, including capitalized interest, totalled $161.0 million 
(1998 — $142.0 million; 1997 — $80.2 million), an increase of 13% 
due mainly to higher average long-term debt balances outstanding 
throughout the year. 


The $430.6 million of preferred securities issued during 1999 represent 
equity under accounting principles generally accepted in Canada. 
Accordingly, the 1999 preferred security charges of $13.3 million, net of 
tax, were recorded directly to retained earnings and included as a use of 
cash within financing activities on the Consolidated Statement of Cash 
Flows. Preferred security charges, before tax, totalled $23.7 million. 


Other Revenue 


Pipeline and custom treating tariffs revenue was down 7% to $34.8 million 
in 1999 (1998 — $37.6 million; 1997 — $31.9 million) with a large 
portion of the change due to reduced volumes of third-party crude oil 
moving through the North Sea Nigg Bay terminal during 1999. Revenue 
generated from the North Sea Brae Forties pipeline and the Canadian 
Chauvin custom treating, processing and pipeline facilities was relatively 
unchanged from the prior year. 


Other Expenses (Income) 


Other expenses (income) for 1999 included net gains on asset dispositions 
of $83.8 million (1998 — $89.3 million; 1997 — $20.7 million) or 
$48.6 million, net of tax (1998 — $50.2 million; 1997 — $11.4 million). 
Dispositions of existing and recently acquired non-core properties are 
expected to continue in 2000. 


Talisman recorded writedowns of $20.8 million during 1999 (1998 

— $245.7 million; 1997 — nil) relating to the Braemar natural gas 
discovery in the North Sea and two Canadian gas properties. The 
Braemar discovery within the Brae area still remains a commercially 
viable development project waiting on the availability of export gas 
pipeline ullage. Assumptions required for accounting purposes were 
applied in determining the expected future net cash flows, which 
resulted in a portion of Braemar’s book value being expensed in 1999. 
The Canadian natural gas property writedowns were the result of poor 
production performance. 


Note 12 to the Consolidated Financial Statements includes details of 
the components of other expenses, which also includes non-recurring 
sources of income. 


Income Taxes 


Talisman currently expects income tax pools to be sufficient to defer 
the payment of cash income taxes in Canada until the year 2003. 


The UK Government levies Petroleum Revenue Tax (“PRT”) on certain 
fields in the North Sea. The recovery of crude oil prices in 1999 led to 
an increased PRT expense. 


TALISMAN 


E NSE ReGny, 


Non-deductible DD&A shown in note 13 to the Consolidated Financial 
Statements relates to the difference between the purchase price allocated 
to acquired assets and associated income tax pools. The difference is 
amortized against income and has the effect of increasing the effective 
income tax rate. 


Commencing January 1, 2000, Talisman will implement the new 
Canadian income tax accounting recommendations. Under these new 
standards, the liability method of tax allocation must be applied, which 
determines deferred income taxes based on the differences between 
assets and liabilities reported for financial accounting purposes and 
those reported for income tax purposes. Currently, Talisman uses the 
deferral method, which determines deferred income taxes based on the 
differences in the timing of income and expenses reported for financial 
accounting purposes from those reported for income tax purposes. 
Implementation of the new income tax standards is expected to result 
in more consistent annual effective income tax rates absent of 
legislative tax changes. 


The new income tax accounting recommendations are to be applied 
retroactively with the restatement of deferred taxes and retained 
earnings. As implementation issues have yet to be finalized, the dollar 
value impact of adoption is not currently known. Subsequent to applying 
these new standards, it is anticipated that future taxes on the 
Consolidated Balance Sheet (referred to as deferred taxes prior to 
January 1, 2000) will rise substantially. The increase is largely due to 
past corporate acquisitions where acquired tax pools were less than 
the values allocated to PP&E for financial accounting purposes. 


Property, Plant and Equipment 


The Rigel acquisition added $1,262.9 million to PP&E (refer to note 2 of 
the Consolidated Financial Statements) with the accounting purchase 
price based on a weighted average price of $43.05 per Talisman common 
share, $57.0 million cash paid and the assumption of $329.4 million in 
long-term debt. The majority of the Rigel properties, located in Western 
Canada, provide Talisman with an enhanced position in the Greater 
Arch and Alberta Foothills areas. In the North Sea, the acquisition also 
provided additional working interests in the developing Blake oil field, 
the MacCulloch oil field and exploration opportunities near the Talisman- 
operated Beatrice and Buchan fields. While the majority of the PP&E 
costs were distributed among proved properties subject to DD&A, 
$354 million was also applied to proved non-producing or probable 
reserve costs. 


At the end of 1999, Talisman recorded two acquisitions in the North Sea 
which include working interests in the Piper, Claymore and associated 
fields and pipelines and the Flotta Terminal. An additional interest in 
Blake was also purchased during the third quarter of 1999, raising the 
Company's total working interest in the Blake Project to 53.6%. 


Development work in the North Sea centered around the Ross and 
Orion projects, with both commencing production in 1999. In addition, 
the Buchan platform was shut down for the installation of a new 
flexible riser system and for platform modification which will extend 
field life. North Sea exploration and development spending totalled 
$295.5 million, including drilling and completion costs of $137.0 
million, facility and equipment spending of $136.5 million and other 
costs of $22.0 million. Development plans for 2000 include the Blake 
field, 5 km north of Ross, which will be linked to the Ross FPSO vessel 
by way of a subsea tie-back. The tie-back will contribute to cost savings 
at both the Ross and Blake fields as the Ross FPSO vessel will be used 
to store and offload Blake production. Government development 
approval for Blake oil field development was received in January 2000 
with the project expected to cost Talisman approximately $200 million. 
Capital expenditures for 2000 will also include spending on the Fourth 
Round Assets, Buchan and Ross fields. 


Talisman’s capital expenditures in Canada focussed primarily on natural 
gas opportunities, mainly within the Alberta Foothills, Greater Arch, 
Monkman and West Whitecourt areas. The Company also purchased 
Highridge, whose natural gas assets have overlays with those of 
Talisman in the West Whitecourt area. The Company's Canadian oil 
property expenditures included the drilling of several oil wells at 
Chauvin along with a facilities expansion. Total Canadian expenditures 
of $323.2 million included drilling and completion costs of $157.2 
million, facility and equipment spending of $92.3 million and other 
costs of $73.7 million. 


Phase One of the Greater Nile Oil Project in Sudan was successfully 
completed in 1999, with Talisman spending $280.9 million during 
the year. Drilling and completion costs were $47.1 million, pipeline 
and equipment spending was $173.3 million and other costs totalled 
$60.5 million. 


Indonesian capital expenditures of $54.2 million for 1999 were down 
70% from the prior year due to the completion of the Corridor Gas 
Project in late 1998. 


Talisman’s other exploration areas include Algeria and Trinidad, where 
the Company spent $29.2 million and $10.0 million, respectively. 
Within Algeria, development continued on the Ourhoud field 
(formerly known as the Qoubba field) with production planned for 
2002. Talisman is currently pursuing the disposition of its Algerian 
assets, but will continue funding exploration and development work 
within the interim period. 
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Liquidity and Capital Resources 
Debt and Equity 


In 1999, Talisman commissioned the Ross, Orion and Sudan projects, 
bolstering the Company's cash flow generating ability and financial 
flexibility. Exploration and development expenditures were financed 
with internally generated cash flow. 


In 1999, Talisman completed the two-thirds equity-financed acquisitions 
of Highridge and Rigel. Refer to note 2 of the Consolidated Financial 
Statements for additional details. Talisman recently announced the 
acquisitions of the Fourth Round Assets in the North Sea. While the 
effective date for the acquisition of the Elf Exploration UK plc and ARCO 
British Limited's interests was December 31, 1999, and for the acquisition 
of Texaco Britain Limited's interests was February 1, 2000, the estimated 
acquisition cost of $583 million, net of planned non-core non-operated 
UK asset dispositions, will be paid in the second quarter of 2000 on closing. 


Talisman’s long-term target ratios of less than 2:1 debt to cash flow and 
40% debt to debt plus equity remain unchanged. At the end of 1999, 
Talisman had met both target ratios at 2:1 and 38%, respectively. Since 
the Fourth Round Assets are expected to be financed substantially with the 
surplus of cash flow over capital expenditures and proceeds from asset 
sales, Talisman’s debt to debt plus equity ratio is expected to remain below 
40% at the end of 2000. Due to the estimated 29% increase in production 
to approximately 400,000 boe/d in 2000, debt to cash flow is expected to 
improve to be below the Company's target at December 31, 2000. 


In February 1999, Talisman issued US$150 million of 9% preferred 
securities due 2048 and in June the Company issued US$150 million 
of 8.9% preferred securities due 2048. Upon completing the acquisition 
of Rigel, Talisman assumed US$100 million of senior unsecured notes. 
Holders of three-quarters of the outstanding principal amount agreed 
to revised terms and the remaining US$25 million of note holders were 
repaid. As a result, remaining senior unsecured notes are US$25 million 
6.71% due 2004 and US$50 million 6.89% to be repaid by equal 
annual repayments of $10 million commencing in 2006. 


Talisman’s senior unsecured long-term debt credit ratings remain unchanged 
with CBRS Inc. (“CBRS"), Moody's Investors Service, Inc. (“Moody's”) 
and Standard & Poor's Ratings Services, a division of The McGraw-Hill 
Companies, Inc (refer to Investor Information on page 77). During 1999, 
Dominion Bond Rating Services Limited (“DBRS”) changed their view 
of the Canadian oil and gas industry and downgraded the credit ratings 
of almost every investment grade upstream exploration and production 
company. Commensurate with DBRS’ oil and gas industry downgrades, 
Talisman'‘s commercial paper rating was downgraded from R-1(low) to 
R-2(high). Consistent with other companies that have R-2(high) 
commercial paper ratings, it is difficult for Talisman to access the 
Canadian commercial paper market. Due to the subordinated nature of 
the preferred securities, they have a reduced rating. All of Talisman’s 
long-term credit ratings remain investment grade. In 1999, Talisman’s 
commercial paper rating with CBRS and Moody's remained unchanged. 


Talisman continues to maintain significant financial flexibility. The 
Company has a shelf prospectus in place that could be used to issue 
up to $470 million of medium term notes in the Canadian public debt 
markets by May 2000. To maintain access capability to the Canadian 
public debt market, Talisman expects to file a new shelf prospectus 
when the current shelf prospectus expires. Talisman has access to more 
than $1.1 billion under its revolving bank credit facilities which fully 
backstop any outstanding commercial paper. As at December 31, 1999, 
$585 million of the revolving bank credit facilities had been drawn. 
Maturities of Talisman’s debt portfolio are spread over a number of 
years to mitigate refinancing risk. 


Based on the December 31, 1999 price of $36.90 per common share, 
Talisman’s market capitalization was $5.5 billion ($7.7 billion including 
long-term debt). Talisman has not declared a dividend on its common 
shares since 1991 in order to retain funds for reinvestment. Dividend 
policy is reviewed annually by the Board of Directors. The Company has 
no plans to pay dividends in the foreseeable future. 


Talisman filed with The Toronto Stock Exchange a notice of intention to 
purchase up to 5% of the Company's outstanding common shares, if 
circumstances warrant. The filing was effective for a twelve month period 
commencing February 29, 2000. 


Financial leverage & coverage ratios 1999 1998 1997 


Long-term debt! to cash flow2 (times) 2.0 33 Dd 
Interest coverage — cash flow2,3 (times) 6.9 by let 
EBITDAX4 (millions of dollars) 1,351.9 813.0 902.4 
Interest coverage — EBITDAXS (times) 8.4 5.7 11.3 
Long-term debt to debt plus equity! (%) 38 49 44 


1 Based on balances at December 31. 

2 Cash flow is defined in note 14 to the Consolidated Financial Statements. 

3 Cash flow plus current income taxes and interest expense, divided by the sum of interest 
expense and capitalized interest. 

4 Earnings before interest, income taxes, depreciation, depletion and amortization, impairment 
writedowns, dry hole and exploration expense. 

5 Earnings before interest, income taxes, depreciation, depletion and amortization, impairment 
writedowns, dry hole and exploration expense; divided by the sum of interest expense and 
capitalized interest. 


Sensitivities 
Approximate impact in 2000 


(millions of dollars) Net Income — Cash flow! 
Volume changes 
Oil — 1,000 bbls/d 2.0 5.1 
Natural gas — 10 mmcf/d Dep) 7.2 
Price changes 2 
Oil — US$1.00/bbl Saal 65.3 
Natural gas (Canada)3 — C$0.10/mcf 8.7 15.7 
Exchange rate changes 
C$ decrease by US$0.012 10.5 14.7 
£ increase by C$0.03 (0.4) ee 


Cash flow is defined in note 14 to the Consolidated Financial Statements. 

2 The impact of hedging contracts in place at December 31, 1999 has been included. 

3 Price sensitivity on natural gas relates to Canadian natural gas only. The Company's exposure 
to changes in North Sea natural gas prices is not material. 
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Financial Instruments 


Talisman manages its exposure to fluctuations in foreign exchange rates 
and commodity prices in part through the use of financial instruments. 
Instruments outstanding at December 31, 1999 are detailed in note 10 
to the Consolidated Financial Statements. Currently, Talisman has hedged 
the price of approximately 33% of anticipated crude oil production for 
2000. A large portion of the crude oil hedges consist of costless collars 
which allow Talisman to participate in crude oil prices up to the ceiling 
level established by each sold call option. 


Talismans gross revenue benefits from a weak Canadian dollar relative 
to the US dollar, as a significant proportion of the Company's revenues 
are effectively denominated in US dollars. To protect against the effects 
of a strengthening Canadian dollar, Talisman entered into forward foreign 
exchange contracts to fix the exchange rate on a portion of future 
revenues to be received in 2000 and 2001. The loss on forward foreign 
exchange contracts in 1999 was $60.0 million (1998 — $32.5 million; 
1997 — $3.4 million). 


Talisman uses both financial and physical contracts to manage prices 
received and mitigate the risk associated with fluctuations in commodity 
prices. Financial hedging contracts resulted in a net decrease to recorded 
sales of $39.1 million in 1999 (1998 — $15.3 million increase; 1997 — 
$25.9 million decrease). 


In addition to limits established by the Board of Directors, Talisman 
maintains a system of internal controls to minimize risks associated 
with its derivatives program and credit risk associated with derivatives 
counterparties. The status of the Company's derivatives program is 
reviewed at each Board of Directors’ meeting. 


Risks and Uncertainties 


Talisman is exposed to operational risks inherent in exploring for, 
developing and producing crude oil and natural gas. A comprehensive 
insurance program is maintained to mitigate risks and to protect 
against significant losses, while maintaining levels of risk within the 
Company which management believes to be acceptable. Talisman 
believes its liability, property and business interruption insurance is 
considered adequate and consistent with common industry practice. 
Talisman also maintains comprehensive programs and contingency 
plans necessary to control health, safety and environmental risks 
across its operations that comply with existing legislative and 
regulatory requirements. Regular audits of operations assess 
compliance with applicable regulations and standards. Compliance 
with health, safety and environmental standards are reviewed at each 
Board of Directors’ meeting. Long-term abandonment and restoration 
provisions have been recorded in accordance with generally accepted 
accounting principles. 


The Company's international operations may be adversely affected by 
changes in governmental policies or social instability or other political, 


economic or diplomatic developments which are not within the control 
of Talisman including, among other things, a change in crude oil or 
natural gas pricing policy, the risks of war, terrorism, expropriation, 
nationalization, renegotiation or nullification of existing concessions 
and contracts, taxation policies, foreign exchange and repatriation 
restrictions, changing political conditions, international monetary 
fluctuations and currency controls. Indonesia, Algeria and Sudan have 
been subject to recent economic or political instability and social 
unrest or military hostilities. There is civil unrest in Sudan, which is a 
very heterogeneous country. Apart from short periods of calm, unrest 
has continued inconclusively since 1956. Sabotage on the Sudanese 
pipeline in October 1999 and January 2000 resulted in minor production 
interruptions and were limited to a few days in both cases. The oilfields 
and pipeline may be future targets of guerrilla attacks, although security 
measures are in place to reduce the risk. 


The United States has imposed economic sanctions against Sudan 
which, among other things, prohibit the facilitation by a US person of 
the export of goods, technology or services to or from Sudan and the 
performance by any US person of any contract, including a financing 
contract, in support of any project in Sudan. On February 16, 2000, the 
United States Department of the Treasury announced that Sudapet, the 
national oil company of Sudan, and the Greater Nile Petroleum 
Operating Company ("GNPOC") are specifically subject to sanctions. 
Talisman (Greater Nile) B.V. (“TGNBV"), a subsidiary of Talisman, holds 
a 25% interest in GNPOC, the jointly owned company that operates 
the Greater Nile Oil Project. Sudapet holds a 5% interest in GNPOC 
and the Greater Nile Oil Project. Neither TGNBV nor the Company is a 
“US person” and are therefore not bound by the sanctions. The 
imposition of such sanctions against US persons could however reduce 
the supply of materials and services to the project, the availability of 
financing sources and the number of export markets for Sudanese 
crude oil. Talisman does not believe however that the foregoing 
restrictions will significantly restrict operations. Talisman has also 
implemented comprehensive procedures to identify or avoid potential 
activities or transactions that may result in a contravention of the US 
sanctions by any US person. 


The Canadian government sent an envoy to Sudan in 1999 to probe 
in part whether the Greater Nile Oil Project was contributing to civil 
unrest or causing human rights violations. Following review of the 
envoy's reports, the Canadian Government determined not to impose 
unilateral economic sanctions on Sudan. 


Year 2000 


In the third quarter of 1997, Talisman established a Year 2000 project 
team to manage the implementation of a comprehensive Year 2000 
Program. Talisman‘s Year 2000 Program was a company-wide effort 
which involved the identification of all potentially impacted systems, 
extensive testing for Year 2000 readiness and remediation or 
replacement as required. 
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Due to the successful implementation of the Year 2000 Program, 
Talisman experienced no significant incidents or business interruptions 
as a result of the Year 2000 rollover. Talisman will remain vigilant in 
identifying and remedying any problems that may yet arise as a result 
of the passage of critical dates associated with the Year 2000 problem. 


The cost of Talisman’s Year 2000 Program to December 31, 1999 was 
$11.7 million, with no further significant expenditures expected. 


Outlook 


Conscious of volatile oil prices, Talisman has taken steps to protect the 
price of approximately one third of expected 2000 oil production 
through a variety of financial instruments (refer to the previous heading 
“Financial instruments”). 


Talisman’s exploration and development capital spending program, 
excluding property acquisitions, this year is expected to total $1.2 billion, 
an increase of 20% over 1999. This spending level should be below 
our expected 2000 cash flow at oil prices of US$14/bbl or above. 


Canada 


In Canada, Talisman plans to spend over $500 million on exploration 
and development programs in 2000. The focus will continue to be on 
natural gas projects, which will account for approximately 80% of 
spending. Planned areas of focus will be Foothills, Greater Arch, 
Chauvin and West Whitecourt. Canadian production is expected to 
average about 200,000 boe/d in 2000, an increase of 16% over 1999 
from a combination of the 2000 capital program and a full year of 
production from the Rigel and Highridge acquired properties. 


North Sea 


Exploration and development spending in the North Sea is forecast at 
approximately $390 million, an increase of over 30% compared to 1999. 


The largest anticipated capital commitment will be Talisman’s share of 
the Blake oil field development of approximately $200 million, scheduled 
to come onstream in August 2001. The Company also expects to spend 
approximately $65 million on exploration and development opportunities 
on the recently acquired Fourth Round Assets. North Sea production is 
expected to average about 120,000 boe/d in 2000, an increase of 53% 
over 1999 with the purchased interests in the Fourth Round Assets 
along with a full year of production from Ross, Orion and MacCulloch. 


Indonesia 


Indonesian capital spending is expected to more than double, to 

$120 million in 2000. The major area of spending will be to increase 
capacity at the Corridor Gas Plant in anticipation of expected increased 
gas sales in 2001 and 2002. Indonesian production is expected to 
decrease 18% in 2000, averaging less than 40,000 boe/d. The major 
reason is the reduction in reported oil volumes from the OK Block 
associated with Pertamina’s funding election effective January 1, 2000. 


Sudan 


Talisman plans to spend approximately $100 million in Sudan in 2000, 
down 64% from 1999. The decrease reflects completion of the pipeline 
and main oil field facilities last year. 


Approximately one third of this spending will be directed at new exploration 
opportunities. Oil volumes in Sudan are forecast at approximately 
42,000 bbls/d in 2000. 


Exploration 


The Company expects to spend $40 million in Algeria and approximately 
$15 million in Trinidad. Five exploration and appraisal wells are planned 
in Algeria. In Trinidad, Talisman plans to drill an appraisal well on the 

1999 gas discovery at Angostura. Two exploration wells are also planned. 


Energy and Value 


With completion of the Fourth Round Assets transactions expected in 
2000, Talisman should be positioned for 25-30% production growth 
supported by $1.2 billion in exploration and development spending in 
2000. This momentum is expected to continue next year with expected 
oil production growth from Sudan, start up of the Blake field in the 
North Sea, and increased natural gas sales in Canada. 


The Company will re-evaluate its spending plans over the course of the 
year. In February, Talisman filed a notice of intention to make a normal 
course issuer bid, allowing the Company to repurchase up to 5% of its 
common shares. Talisman is also committed to maintaining a strong 
balance sheet, and is mindful of its long-term debt to cash flow target 
of two times or less. The Company will also examine opportunities for 
increased exploration and development spending and continues to 
evaluate asset or corporate acquisitions which it expects to be accretive 
to cash flow per share and provide potential cost synergies or significant 
drilling opportunities. 
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HM Report of Management 


The Board of Directors is responsible for the Consolidated Financial Statements but has delegated responsibility 
for their preparation to management. 


Management has prepared the Consolidated Financial Statements in accordance with accounting principles generally accepted in 
Canada (with a reconciliation to accounting principles generally accepted in the United States). If alternative accounting methods 
exist, management has chosen those it deems most appropriate in the circumstances. Financial statements are not precise since 
they include certain amounts based on estimates and judgments. Management has ensured that the Consolidated Financial 
Statements are presented fairly in all material respects. Management has also prepared the financial information presented 
elsewhere in the annual report and ensured that it is consistent with information in the Consolidated Financial Statements. 


Talisman maintains internal accounting and administrative controls designed to provide reasonable assurance that the financial 
information is relevant, reliable and accurate and that assets are appropriately accounted for and adequately safeguarded. 


The Board of Directors is responsible for reviewing and approving the Consolidated Financial Statements and Management's 
Discussion and Analysis and, primarily through its Audit Committee, ensures that management fulfills its responsibilities for 
financial reporting. 


The Audit Committee is appointed by the Board and is composed of Directors who are not employees of the Company. The Audit 
Committee meets regularly with management, and with the internal and external auditors, to discuss internal controls and 
reporting issues and to satisfy itself that each party is properly discharging its responsibilities. It reviews the Consolidated 
Financial Statements and the external auditors’ report. The Audit Committee also considers, for review by the Board and approval 
by the shareholders, the engagement or re-appointment of the external auditors. 


Ernst & Young LLP, the external auditors, have audited the Consolidated Financial Statements in accordance with auditing standards 
generally accepted in Canada on behalf of the shareholders. Ernst & Young LLP have full and free access to the Audit Committee. 


eee eee 


James W. Buckee Bruce G. Waterman 
President and Chief Executive Officer Vice-President, Finance and Chief Financial Officer 


February 11, 2000 
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To the Shareholders of Talisman Energy Inc. 


We have audited the Consolidated Balance Sheets of Talisman Energy Inc. as at December 31, 1999 and 1998 and the 
Consolidated Statements of Income, Retained Earnings and Cash Flows for each of the years in the three year period ended 
December 31, 1999. These financial statements are the responsibility of the Company’s management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with auditing standards generally accepted in Canada. Those standards require that we 
plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. 


In our opinion, these Consolidated Financial Statements present fairly, in all material respects, the financial position of the Company 
as at December 31, 1999 and 1998 and the results of its operations and its cash flows for each of the years in the three year period 
ended December 31, 1999 in accordance with accounting principles generally accepted in Canada. 


aT uag LOP 
Calgary, Canada Ye a s 


February 11, 2000 Chartered Accountants 
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M@ Consolidated Balance Sheets 


December 31 


(millions of Canadian dollars) 1999 1998 
Assets 
Current 
Cash $ 54.0 $ - 
Accounts receivable 569.4 192.5 
Inventories (note 3) 84.4 64.8 
Prepaid expenses 22.3 14.4 
730.1 ATEN Hl 
Accrued employee pension benefit asset (note 4) 60.6 57.0 
Other assets 45.0 Silay 
Property, plant and equipment (notes 5 and 7) 6,983.0 4,996.8 
7,088.6 5,185.5 
Total assets $7,818.7 $5,457.2 
Liabilities 
Current 
Bank indebtedness $ - i 25 
Accounts payable and accrued liabilities 973.1 530.1 
Income and other taxes payable 49.5 28.0 
Current portion of long-term debt (note 7) 37.6 15.6 
1,060.2 576.2 
Deferred credits 130.4 BS 
Provision for future site restoration (note 6) 284.0 210.3 
Long-term debt (note 7) 2,157.2 2,070.7 
Deferred taxes 563.9 364.5 
3,135.5 2,667.0 
Contingencies and commitments (note 6) 
Shareholders’ equity 
Preferred securities (note 8) 430.6 — 
Common shares (note 9) 2,901.2 2,086.3 
Contributed surplus 79.0 79.0 
Retained earnings 212.2 48.7 
3,623.0 2,214.0 
Total liabilities and shareholders’ equity $7,818.7 $5,457.2 
On behalf of the board: 
Wt 77. Wali RS. ISL Y hen fL.on 
Director Director 


See accompanying notes. 
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TALISMAN ENERGY INC. 


Mi Consolidated Statements of Income 


Years ended December 31 


(millions of Canadian dollars) 1999 1998 1997 
Revenue 
Gross sales $2,317.6 $1,533.6 $1,699.9 
Less royalties 389.0 21355 Bizet 
Net sales 1,928.6 1,320.1 1,387.8 
Other (note 11) 46.2 50.6 42.2 
Total revenue 1,974.8 1,370.7 1,430.0 
Expenses 
Operating 603.5 581.0 479.7 
General and administrative 70.1 58.9 57.4 
Depreciation, depletion and amortization 746.6 614.8 541.2 
Dry hole 50.6 91.2 42.4 
Exploration 79.5 102.4 92.3 
Interest on long-term debt (note 5) 119.6 91.0 51.1 
Other (note 5 and 12) (60.6) 143.7 (41.4) 
Total expenses 1,609.3 1,683.0 12220 
Income (loss) before taxes 365.5 (312.3) 207.3 
Taxes (note 13) 
Current 48.8 14.6 37.9 
Deferred (recovery) 109.2 (87.9) 60.4 
Petroleum revenue tax 30.7 19.8 31.9 
} 188.7 (53.5) 130.2 
Net income (loss) 176.8 (258.8) ES 
Preferred security charges, net of tax 133 - - 
Net income (loss) available to common shareholders $ 163.5 $ (258.8) Spee ial 


Per common share (Canadian dollars) 
Net income (loss) available to common shareholders Sy a ie3t $ (2.31) ye Oe 


Average number of common. shares outstanding (millions) 124.6 111.9 109.4 


See accompanying notes. 


HM Consolidated Statements of Retained Earnings 


Years ended December 31 


(millions of Canadian dollars) 1999 1998 1997 
Retained earnings, beginning of year $ 48.7 $).307.5 $ 230.4 
Net income (loss) 176.8 (258.8) Va 
Preferred security charges, net of tax (13.3) - - 
Retained earnings, end of year $ 212.2 $ 48.7 $ 307.5 


See accompanying notes. 
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Mi Consolidated Statements of Cash Flows 


Years ended December 31 


(millions of Canadian dollars) 1999 1998 1997 
Restated Restated 

Operating (Note 14) (Note 14) 
Net income (loss) $ 176.8 $ (258.8) Sei 
Items not involving current cash flow (note 14) 854.5 787.5 628.0 
Exploration 79.5 102.4 92.3 
Cash flow 1,110.8 631.1 797.4 
Changes in non-cash working capital (note 14) (179.4) (64.1) (46.8) 
Cash provided by operating activities 931.4 567.0 750.6 
Investing 
Corporate acquisitions (note 2) (79.2) (28.4) (519.5) 
Capital expenditures 

Exploration, development and corporate (1,013.0) (1,158.7) (961.9) 

Acquisitions (481.7) (65.4) (104.2) 
Proceeds of dispositions 

Resource properties 132.5 ey 72 48.8 

Investments 3.2 - 164.2 
Investments - 0.1 (146.6) 
Increase in other assets - - (25.3) 
Changes in non-cash working capital 379.9 76.4 39.6 
Cash used in investing activities (1,058.3) (1,018.8) (1,504.9) 
Financing 
Long-term debt repaid (1,422.7) (740.8) (963.7) 
Long-term debt issued 1,249.5 1,029.0 1,673.7 
Common shares issued 19.1 8./ 15.5 
Preferred securities issued 428.0 - - 
Preferred security charges (23.7) - - 
Deferred credits and other 83.9 (5.0) (5.1) 
Changes in non-cash working capital (150.7) 150.3 (0.1) 
Cash provided by financing activities 183.4 442.2 720.3 
Net increase (decrease) in cash 56.5 (9.6) (34.0) 
Cash (bank indebtedness), beginning of year (2.5) sl) 41.1 
Cash (bank indebtedness), end of year $ 54.0 Sa(225) Saal 


See accompanying notes. 
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Hi Notes to the Consolidated Financial Statements 


(tabular amounts in millions of Canadian dollars ("$” or “C$") except as noted) 


1. Significant Accounting Policies 


The Consolidated Financial Statements of Talisman Energy Inc. (“Talisman” or the “Company”) have been prepared by 
management in accordance with accounting principles generally accepted in Canada. A summary of the differences between 
accounting principles generally accepted in Canada and those generally accepted in the United States ("US") is contained in 
note 16 to these statements. 


The preparation of financial statements in conformity with generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the period. 
Actual results could differ from those estimates. 


a) Consolidation 


b 


— 


c) 


d 


ce 


— 


~— 


All subsidiaries are wholly owned and included in the Consolidated Financial Statements. A substantial portion of 
Talisman’s activities is conducted jointly with others and the Consolidated Financial Statements reflect only the Company's 
proportionate interest in such activities. 


Inventories 
Product inventories are valued at the lower of average cost and market value. Materials and supplies are valued at the 
lower of average cost and net realizable value. 


Property, plant and equipment 

The successful efforts method is used to account for oil and gas exploration and development costs. Under this method, 
acquisition costs of oil and gas properties and costs of drilling and equipping development wells are capitalized. Costs of 
drilling exploratory wells are initially capitalized and, if subsequently determined to be unsuccessful, are charged to dry 
hole expense. All other exploration costs, including geological and geophysical costs and annual lease rentals, are charged 
to exploration expense when incurred. Producing properties and significant unproved properties are assessed annually, or 
as economic events dictate, for potential impairment. 


Depreciation, depletion and amortization 
Capitalized costs of proved oil and gas properties are depleted using the unit of production method. For purposes of these 
calculations, production and reserves of natural gas are converted to barrels on an energy equivalent basis. 


Successful exploratory wells and development costs are depleted over proved developed reserves while acquired resource 
properties with proved reserves, including offshore platform costs, are depleted over proved reserves. Acquisition costs of 
probable reserves are not depleted or amortized while under active evaluation for commercial reserves. Costs are 
transferred to depletable costs as proved reserves are recognized. At the date of acquisition, an evaluation period is 
determined after which any remaining probable reserve costs associated with producing fields are transferred to depletable 
costs; costs not associated with producing fields are amortized over a period not exceeding the remaining lease term. 


Costs associated with significant development projects are not depleted until commercial production commences. 
Unproved land acquisition costs that are individually immaterial are amortized on a straight-line basis over the average 
lease term until properties are determined to be productive or impaired. Gas plants, net of estimated salvage values, are 
depreciated on a straight-line basis over their estimated remaining useful lives, not to exceed the estimated remaining 
productive lives of related fields. Pipelines and corporate assets are depreciated using the straight-line method at annual 
rates of 7% and 5% to 33%, respectively. 


Future site restoration 

Estimated costs of future dismantlement, site restoration and abandonment of oil and gas properties, including offshore 
production platforms, are provided for using the unit of production method while those of gas plants and facilities are 
provided for using the straight-line method at rates approximating their useful lives but not exceeding the estimated 
remaining productive lives of related fields. The annual provision is included within depletion, depreciation and amortization 
expense and is based on engineering estimates using current costs and technology and in accordance with existing 
legislation and industry practice. Expenditures are charged against the accumulated provision as incurred. When a property is 
disposed of, the associated accumulated provision is eliminated and included in determination of the gain or loss on disposal. 
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Capitalized interest 
Interest costs associated with major development projects are capitalized until commercial production commences. 


Indonesian and Sudanese royalties 

Indonesian and Sudanese operations conducted jointly with the respective national oil companies (“Pertamina” and 
“Sudapet”) are reflected in the Consolidated Financial Statements based on Talisman’s proportionate interest in such 
activities. All other Pertamina and Sudapet stakes, other than income taxes, are considered to be royalty interests. 
Royalties on production from Indonesian and Sudanese properties represent the entitlement of the respective 
governments and Pertamina to a portion of Talisman’s share of crude oil, liquids and natural gas production and are 
recorded using rates in effect under the terms of contracts at the time of production. 


Petroleum revenue tax 

United Kingdom Petroleum Revenue Tax (“PRT”) is accounted for using the life of the field method whereby total future PRT 
is estimated using current reserves and anticipated costs and prices and charged to income based on current revenues as a 
proportion of estimated future revenues. Changes in the estimated total future PRT are accounted for prospectively. 


Foreign currency translation 

Monetary assets and liabilities denominated in foreign currencies are translated at exchange rates in effect at the balance 
sheet date. Non-monetary assets and liabilities denominated in foreign currencies are translated at rates in effect on the 
dates the assets were acquired or liabilities were assumed. Revenues and expenses are translated at rates of exchange 
prevailing on the transaction dates. Gains and losses on translation are reflected in income when incurred, except for 
gains or losses on translation of foreign currency denominated long-term debt, which are deferred and amortized using 
the straight-line method over the expected minimum period to settlement. 


Financial instruments 

The Company may enter into foreign exchange forward and option contracts to hedge anticipated and committed future 
foreign currency transactions. Interest rate swap contracts and options may be used to hedge against adverse fluctuations 
in interest rates. The Company may use various instruments to hedge against unfavorable fluctuations in commodity 
prices. Payments or receipts on contracts that are designated and effective as hedges are recognized in income 
concurrently with the hedged transaction. If the hedge of an anticipated future transaction is terminated or if a hedge 
ceases to be effective, the gain or loss at that date is deferred and recognized concurrently with the anticipated 
transaction. Subsequent changes in value are reflected in income. Any instrument that does not constitute a hedge is 
recorded at fair value with any resulting gain or loss reflected in income. 


Employee benefit plans 

Commencing January 1, 1999, the Company prospectively applied the new accounting recommendations for employee 
future benefits. The transitional asset and obligations are being amortized over the average remaining service period of 
active employees expected to receive benefits under the benefit plans. The cost of pensions and other retirement benefits 
earned by employees is determined using the projected benefit method pro rated on service and management's best 
estimate of expected plan investment performance, salary escalation and retirement ages of employees. The discount rate 
used to determine the accrued benefit obligation was determined by reference to market interest rates at the 
measurement date on high-quality debt instruments with cash flows that match the timing and amount of expected 
benefit payments. For purposes of calculating the expected return on plan assets, those assets are valued at fair value. The 
excess of the net actuarial gain (loss) over 10% of the greater of the benefit obligation and the fair value of plan assets is 
amortized over the average remaining service life of active employees. 


Income taxes 

The deferral method is used to account for income taxes. This method relates the provision for income taxes to the 
accounting income for the period. Timing differences between income for accounting purposes and income tax purposes 
are recognized as deferred income taxes at tax rates enacted at the time of initial recognition. Accumulated deferred tax 
balances are not adjusted for subsequent changes in tax rates. 


m) Deferred revenue 


Revenue from Sudanese production is recognized based on the Company's proportionate working interest. In accordance 
with contract provisions, Talisman receives upstream capital cost recovery priority and has consequently accumulated 
$78.5 million of deferred revenue as at December 31, 1999. 
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2. Corporate Acquisitions 


Rigel Energy Corporation 
In September 1999, Talisman purchased all the issued shares of Rigel Energy Corporation (“Rigel”) in exchange for issuing 
17.1 million common shares valued at $735.8 million, cash of $57.0 million and long-term debt assumed of $329.4 million. 
Net Assets Acquired 
Property, plant and equipment $1,262.9 
Net non-cash working capital (29.6) 
Deferred income taxes and other (89.8) 
1,143.5 
Cash 3.6 
Less acquisition costs (24.9) 
$1,122.2 


Highridge Exploration Ltd. 
In July 1999, Talisman purchased all the issued shares of Highridge Exploration Ltd. (“Highridge”) in exchange for issuing 


1.6 


million common shares valued at $60.0 million and long-term debt assumed of $27.8 million. 
Net Assets Acquired 
Property, plant and equipment Sa 91:8 
Net non-cash working capital (0.4) 
Deferred income taxes and other (2.6) 
88.8 
Cash 0.2 
Less acquisition costs (1.2) 
$ 87.8 


Arakis Energy Corporation 
In October 1998, Talisman purchased all the issued shares of Arakis Energy Corporation (“Arakis”) in exchange for issuing 


8.9 


million common shares valued at $277.5 million. 

Net Assets Acquired 

Property, plant and equipment Se Sata). 

Net non-cash working capital (79.9) 

Other 8.1 

305.9 

Indebtedness due to Talisman (71.8) 

Cash 54.4 

Less acquisition costs (11.0) 
ye DIES 


Pembina Resources Limited 
In October 1997, Talisman purchased all the issued shares of Pembina Resources Limited for cash of $501.0 million and 
long-term debt assumed of $104.1 million. 


Net Assets Acquired 


Property, plant and equipment ; $697.5 
Net non-cash working capital (15.7) 
Deferred income taxes and other (58.2) 
623.6 
Bank indebtedness (1.7) 
Less acquisition costs (16.8) 
$ 605.1 
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3. Inventories 
December 31 1999 1998 
Materials and supplies $ 79.3 $ 60.7 
Product 5.1 4.1 


$ 84.4 $ 64.8 


4, Employee Benefits 


The Company sponsored both defined benefit and defined contribution pension arrangements covering substantially all 
employees. The Company uses actuarial reports prepared by independent actuaries for funding and accounting purposes. The 
following significant actuarial assumptions were employed to determine the periodic pension expense and the accrued 
benefit obligations: 


1999 1998 1997 
Expected long-term rate of return on plan assets (%) 75 7 8 
Discount rate (%) 7 if 8 
Rate of compensation increase (%) 3.5 55 5 

The Company's net benefit plan (credit) expense is as follows: 

1999 1998 1997 
Current service cost — defined benefit $- 1:3 Saris $ 0.9 
Current service cost — defined contribution 3.6 3.0 2.6 
Interest cost 4.0 47 45 
Expected return on plan assets (9.3) (9.0) (9.9) 
Amortization of net transitional asset (1.3) - - 
Amortization of other items - (7.1) 2.4 
Net benefit plan (credit) expense $ (1.7) $i (740) 8S 0.5 

Information about the Company's defined pension benefit plans, in aggregate, is as follows: 
1999 1998 

Accrued benefit obligation 
Accrued benefit obligation, beginning of year $ 80.3  Sevisyll 
Current service cost 1.3 1.4 
Interest cost 4.0 47 
Actuarial (gains) losses (7.3) 3.8 
Benefits paid (4.4) (4.7) 
Accrued benefit obligation, end of year! 73.9 80.3 
Plan assets 
Fair value of plan assets, beginning of year 145.9 139.1 
Actual return on plan assets 8.5 14.3 
Employer contributions 0.7 0.2 
Surplus applied to defined contribution plan (3.6) (3.0) 
Benefits paid (4.4) (4.7) 
Fair value of plan assets, end of year2 147.1 145.9 
Funded status — plan surplus 73.2 65.6 
Unamortized net actuarial gains (9.4) (10.4) 
Unamortized past service costs - (0.3) 
Unamortized net transitional asset (13.0) (5.6) 
Other (0.8) (1.8) 
Net accrued benefit asset $ 50.0 $ 47.5 


1 The accrued pension benefit obligation for a plan with an accrued benefit obligation in excess of plan assets was $14.3 million as at December 31, 1999 (1998 — $17.3 million). 
2 The fair value of pension assets from a plan with an accrued benefit obligation in excess of plan assets was $3.6 million as at December 31, 1999 (1998 — $4.0 million). 


At December 31, 1999, the actuarial net present value of the accrued benefit obligation for other post-retirement benefit 
plans was $5.8 million (1998 — $5.0 million). 
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5. Property, Plant and Equipment 


Accumulated 


depreciation, 
depletion and Net book 
December 31, 1999 Cost amortization value 
Oil and gas properties $5,902.9 $1,872.6 $4,030.3 
Gas plants, pipelines and production equipment 3,544.8 641.2 2,903.6 
Corporate assets 136.4 87.3 49.1 
$9,584.1 $2,601.1 $6,983.0 
December 31, 1998 
Oil and gas properties $ 4,617.0 $°1;555:5 $ 3,061.5 
Gas plants, pipelines and production equipment 2,450.1 555.8 1,894.3 
Corporate assets 110.7 69.7 41.0 
$ 7,177.8 $ 2,181.0 $ 4,996.8 


In the year ended December 31, 1999, interest costs of $41.4 million (1998 — $51.0 million, 1997 — $29.1 million) were 
capitalized relating to the Ross field development in the North Sea and the Greater Nile Oil Project in Sudan. 


In 1998, Talisman recorded impairment writedowns associated with certain North Sea assets of $245.7 million, largely the 
result of gas contract cancellations and low oil prices. The writedowns relate to the Southern Gas Basin and the Beatrice and 
Ross fields. 


Included in property, plant and equipment are the following costs that were not subject to depreciation, depletion or 
amortization ("DD&A"): 


Non-depleted capital at December 31 1999 1998 

Acquired probable reserve costs 
Canada — associated with producing fields $ 292.2 $ 88.5 
North Sea — associated with producing fields - 33.4 
North Sea — not associated with producing fields 59.7 94.7 
Sudan — not associated with producing fields - 35.0 
Exploration costs 169.8 131.6 
$ 521.7 $ 383.2 


Exploration costs consist of drilling in progress and wells awaiting determination of proved reserves or commencement of production. 


In addition, at December 31, 1999, $166.0 million in development costs relating to the North Sea were not being depleted 
pending initial production. Development costs were $839.7 million at December 31, 1998, consisting of $359.0 million 
relating to the North Sea and $480.7 million relating to Sudan. 


The carrying values of property, plant and equipment, including acquired probable reserve costs, are subject to uncertainty 
associated with the quantity of oil and gas reserves, future production rates, commodity prices and other factors. Future 
events could result in material changes to the carrying values recognized in the financial statements. 


6. Contingencies and Commitments 


Talisman is party to various legal claims associated with the ordinary conduct of business. These claims are not currently 
expected to have a material impact on the Company's financial position. 


Talisman‘s estimated total future dismantlement, site restoration and abandonment liability at December 31, 1999 was 
$1.0 billion (1998 — $650 million), more than half of which is denominated in UK pounds sterling. At December 31, 1999, 
Talisman had accrued $284.0 million (1998 — $210.3 million) of this liability and will continue to accrue the remaining 
balance in accordance with the Company's policy as set out in note 1(e). The Company has provided letters of credit in the 
amount of £65 million ($151 million) as security for the costs of future dismantlement, site restoration and abandonment 
costs for certain North Sea fields included in the above total. Estimated future dismantlement, site restoration and 
abandonment costs and the related provision in the financial statements are subject to uncertainty associated with the 
method, timing and extent of future dismantlement, site restoration and abandonment. For example, changes in legislation 
or technology may result in actual future costs that differ materially from those estimated. 
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Talisman leases certain production facilities and its corporate offices, all of which are accounted for as operating leases. 
Talisman is under contract to lease the Ross Floating Production, Storage and Offloading vessel (“FPSO”) from a third party. 
The term of the lease depends on the expected life of the Ross and Blake fields. In addition to future minimum lease 
payments, Talisman also has certain operating commitments associated with the FPSO. Talisman’s total future minimum lease 
payments from the FPSO and corporate offices are as follows: 


Year Estimated future minimum lease payments | 
2000 $ 42.4 
2001 44.0 
2002 43.5 
2003 86.6 
2004 11.8 
Subsequent to 2004 139.2 


Total $ 367.5 


1 Future minimum payments denominated in US dollars and UK pounds sterling have been translated into Canadian dollars based on the December 31, 1999 exchange rate. 


To support production and marketing operations, Talisman has firm commitments for gathering, processing and transmission 
services that require the Company to deliver certain minimum quantities of crude oil and liquids and natural gas to third parties 
or pay the corresponding tariffs. The average term for gathering and processing services is less than three years, while 
transmission commitments tend to be for five to 10 years. The Company has sufficient production to meet these commitments. 


7. Long-Term Debt 

December 31 1999 1998 

Bank Credit Facilities 1 
Project Loan Facility (1999 — US$164.1 million, 7.81%;1998 — US$162.7 million, 7.92%) $ 236.8 $ 249.0 
Revolving Bank Credit Facilities (1999 — 5.06%)2 585.4 = 
Non-Revolving Bank Credit Facility (1998 — 5.86%) - 74.2 

Commercial Paper (1998 — 5.41%)! ~ 340.0 

Debentures and Notes (Unsecured) 3 
7.25% debentures (US$300 million), due 2027 433.0 459.2 
6.96% notes (US$200 million), due 2005 288.6 306.1 
7.125% debentures (US$175 million), due 2007 252.6 267.8 
5.70% medium term notes, due 2003 180.0 180.0 
9.80% debentures, Series B, due 2004 75.0 75.0 
6.89% notes (US$50 million), Series B, due 2010 72.2 - 
6.71% notes (US$25 million), Series A, due 2004 36.2 - 
9.66% medium term notes, due 2002 35.0 8510) 
9.45% debentures, Series A, due 1999 - 100.0 

2,194.8 2,086.3 
Less current portion (37.6) (15.6) 
$2,157.2 $2,070.7 


1 Rates reflect the weighted-average interest rate of instruments outstanding at December 31. Rates are floating rate-based and vary with changes in short-term 
market interest rates. 

2 The outstanding revolving bank credit facilities balance has been entirely classified as long-term debt since the Company has both the ability to replace the current 
portion with long-term borrowings under the revolving bank credit facilities and the intention to extend the terms of the respective revolving credit facilities in 2000. 

3 Interest on all debentures and notes is payable semi-annually. 


Project Loan Facility 

Talisman, through an indirect wholly owned subsidiary, indirectly financed a portion of the construction costs for the Corridor 
Gas Project within the Corridor Production Sharing Contract ("PSC") by way of a credit agreement with an international 
banking syndicate. 


The Company's share of borrowings under the non-revolving credit agreement is 40%. Borrowings consist of US dollar 
London Interbank Offered Rate (“LIBOR”) based loans. The principal of the loan is being repaid in semi-annual installments, 
together with accrued interest, over a period not to extend beyond February 26, 2007. 
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The lenders’ security is restricted to the shares and underlying assets of the indirect wholly owned subsidiary that entered into 
the credit agreement, and includes Talisman’‘s interest in the Corridor PSC. The Company has provided letters of credit in the 
amount of US$28 million ($40 million) to provide security for certain debt service requirements under this credit agreement. 


Revolving Bank Credit Facilities 

Talisman has unsecured extendible revolving-term credit facilities totaling $1.154 billion, consisting of three facilities of 
$550 million (“Facility No. 1"), $504 million (“Facility No. 2”) and $100 million (“Facility No. 3"). The term dates of these 
facilities are March 24, 2000, December 4, 2000 and November 7, 2000, respectively. Until each term date, the Company 
may borrow, repay and re-borrow at its discretion. Annually, upon agreement between the Company and the respective 
lenders, each term date may be extended for an additional 364 days. 


Borrowings under Facility No. 1 and Facility No. 2 are available in the form of prime loans, Canadian or US dollar bankers’ 
acceptances, US dollar base rate loans or LIBOR-based loans. Borrowings under Facility No. 3 are available in the form of 
prime loans, Canadian bankers’ acceptances, US dollar base rate loans or LIBOR-based loans. 


Each of facilities No. 1 and No. 2 expire five years after the then current term date and, if the term date is not extended, must 
be repaid in equal semi-annual payments beginning six months after the term date. Facility No. 3 expires one year after the 
then current term date, and if the term is not extended, must be repaid on the expiry date. 


Repayment Schedule 
The Company's contractual minimum repayments of long-term debt in the next five years are as follows: 


Year 

2000 $2 376 
2001 226.8 
2002 163.1 
2003 308.0 
2004 239.0 
Subsequent to 2004 1,220.3 
Total $2,194.8 


8. Preferred Securities 


During 1999, Talisman issued 12 million preferred securities (“securities”) as unsecured junior subordinated debentures, at 
US$25 per security, of which six million 9% securities are due February 15, 2048 and six million 8.9% securities are due June 
15, 2048. The securities are redeemable, in whole or in part, at par by Talisman through the payment of cash or issuance of 
common shares at any time on or after February 15, 2004 and June 15, 2004, respectively. The Company has the option to 
defer the payment of the security charges for up to 20 consecutive three month periods and satisfy such deferred security 
charges with either cash or the issuance common shares. Security charges are due quarterly. 


9. Common and Preferred Shares 


Talisman’s authorized share capital consists of an unlimited number of common shares without nominal or par value and first 
and second preferred shares. No preferred shares have been issued. 


Continuity of common shares 1999 1998 1997 
Shares Amount Shares Amount Shares Amount 
Balance, beginning of year 118,907,320 $2,086.3 109,644,306 $1,800.1 109,078,281 $1,784.6 
Issued during year 
Acquisition of Arakis - - 8,921,839 Dilek = = 
Acquisition of Highridge 1,587,589 60.0 - - - = 


Acquisition of Rigel 17,092,733 735.8 - - - = 
Exercise of stock options 758,655 19.1 341,175 8.7 566,025 1525 
Balance, end of year 138,346,297 $2,901.2 118,907,320  $2,086.3 109,644,306  $1,800.1 


Talisman has stock option plans that allow employees and directors to receive options to purchase common shares of the 
Company. Options granted under the plans are generally exercisable after three years and expire ten years after the grant 
date, excluding a grant of 1,945,061 options in March 1999 of which one half vested in 1999. Option exercise prices 
approximate the market price for the common shares on the date the options are issued. 


TALISMAN ENERGY 
Continuity of stock options 1999 1998 1997 
Number Average Number Average Number Average 
of Exercise of Exercise of Exercise 
Options Price Options Price Options Price 
Outstanding at January 1 5,946,979 $33.49 5,004,675 $31.84 4,005,150 $26.47 
Granted 2,167,149 26.69 1,412,506 37.79 1,721,550 42.55 
Exercised (769,594) 25.06 (341,175) 24.77 (566,025) 26.48 
Forfeited (131,670) 36.14 (129,027) 39.65 (156,000) 31.82 
Expired (1,000) 25.78 - - - - 
Outstanding at December 31 7,211,864 $32.30 5,946,979 $33.49 5,004,675 $31.84 
Exercisable at December 31 3,302,439 $27.05 2,153,800 $25.10 1O53:825 5 2925.73 
Options available for future grants 
pursuant to the Company's 
stock option plans 3,771,092 DSi ey/ | 4,035,050 


The range of exercise prices of the Company's outstanding stock options is as follows: 


December 31, 1999 


Outstanding Options 


Exercisable Options 


Weighted Weighted Weighted 

Number Average Average Number Average 

of Exercise Years to of Exercise 

Range of Exercise Prices Options Price Expiry Options Price 
$11.94 to $24.99 975,825 $22.65 5 975,825 $22.65 
$25.00 to $29.99 2,411,930 26.55 8 1,434,164 27.08 
$30.00 to $39.99 1,456,293 ByES)| 7 846,400 Ble27 
$40.00 to $45.30 2,367,816 41.99 8 46,050 41.87 
$11.94 to $45.30 7,211,864 $32.30 7 3,302,439 $27.05 


Exercise of outstanding options would not have a dilutive effect on net income per common share. 


At December 31, 1999, 11,768,479 common shares were reserved for issuance primarily related to the stock option plans. 


10. Financial Instruments 


Financial Contracts 


The following financial contracts were outstanding at December 31: 


A) FoREIGN EXCHANGE RATES 


The Company entered into the following forward contracts to sell US dollars in exchange for Canadian dollars to fix the 
exchange rate on anticipated and committed future sales that are effectively denominated in US dollars. 


1999 1998 
Adjusted Weighted Notional Weighted Average 
Average Contractual Contract Contractual Exchange 
Year Amount (US$) — Exchange Rate! (US$/C$) Amount (US$) Rate (US$/C$) 
1999 $ = $351.0 $0.7474 
2000 0.7048 235.0 0.7291 
2001 0.6647 41.1 0.6965 


1 Includes certain exchange rate adjustments associated with losses recognized for accounting purposes in 1999, 


In March 1999, Talisman entered into a number of forward foreign exchange contracts that effectively terminated all existing 
forward contracts settling in 1999 and, as consideration, the Company was required to enter into new forward contracts 
settling in 2000 and 2001 at rates less favourable than market. The loss associated with the effective termination is 
recognized for accounting purposes in 1999. The gross weighted average contractual exchange rate for the new forward 
contracts is 0.7741 US$/C$ (market exchange rate 0.6604 US$/C$) on a notional amount of US$116.5 million settling in 
2000 and 0.7533 US$/C$ (market exchange rate 0.6575 US$/C$) on a notional amount of US$170 million settling in 2001. 


B) INTEREST RATES 


In December 1994, in anticipation of issuing the US$175 million 7.125% debentures, the Company entered into interest rate swap 
contracts to hedge against possible adverse interest rate fluctuations. These contracts result in the Company paying interest at a 
rate of 8.295% in exchange for receiving the three-month LIBOR rate on notional principal of US$100 million until May 16, 2005. 
Based on the LIBOR rate at December 31, 1999, these contracts result in an effective rate of interest on the debentures of 8.39%. 


INC. 
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C) NaturAt Gas Prices 


Talisman entered into natural gas price swap contracts to fix the price on anticipated revenues which are price sensitive to the 
New York Mercantile Exchange (“NYMEX”), Nova Inventory Transfer (“NIT”) or Sumas indices. The amounts shown below are 


the weighted average contracted prices. 


December 31 1999 1998 

Notional Talisman Notional Talisman 

Contract Receives Talisman Contract Receives Talisman 
Contract Period Amount (Units) ($/unit) Pays Amount (units) ($/unit) Pays 
January to March 99 - - - 60 mmcf/d US$2.20 SUMAS 
January to March 99 - - - 90 mmcf/d US$2.40 NYMEX 
January to March 99 - - - 30 mgj/d 2.71 NIT 
April to October 99 - - - 55 mmcf/d US$1.67 SUMAS 
April to October 99 - - = 30 mmcf/d US$2.23 NYMEX 
April to October 99 - - - 40 mgj/d 2.42 NIT 
November 99 to October 01 - - - 15 mmcf/d US$1.78 SUMAS 
November 99 to October 00 - - - 5 mmcf/d US$2.34 NYMEX 
November 99 to October 01 - - - 5 mgj/d 235 NIT 
January 00 to March 00 35 mmcf/d US$2.06 SUMAS = — = 
January 00 to March 00 5 mmcf/d US$2.34 NYMEX = = = 
January 00 to March 00 5 mgj/d $2.32 NIT = = = 
April 00 to October 00 35 mmcf/d US$1.71 SUMAS = = = 
April 00 to October 00 5 mgj/d $2.32 NIT = ~ = 
November 00 to October 01 15 mmcf/d US$1.78 SUMAS = = = 
November 00 to October 01 5 mgj/d $2.37 NIT = = = 


Talisman also entered into costless collar natural gas price derivative contracts to reduce the volatility of anticipated revenues 
that are price sensitive to the NIT or Sumas indices. The amounts shown below are the weighted average contracted prices. 
There were no contracts of a similar nature outstanding at December 31, 1998. 


December 31, 1999 


Notional Contract 


Sold Call Option 


Talisman Receives ($/unit) 


Purchased Put Option 
Talisman Receives ($/unit) 


Sold Put Option 


Talisman Pays ($/unit) 


Contract Period Amount (units) 
January 00 to March 00 20 mgj/d 
April 00 to October 00 15 mgj/d 
November 00 to March 01 5 mgj/d 
April 01 to October 01 5 mgj/d 
November 01 to March 02 5 mgj/d 
April 02 to October 02 5 mgj/d 
November 02 to March 03 15 mgj/d 
April 03 to October 03 15 mgj/d 
January 00 to March 00 20 mmcf/d 
April 00 to October 00 10 mmcf/d 
1 Under these contracts, Talisman pays NIT. 

2 Under these contracts, Talisman receives NIT. 


$3.47! 
2.81! 
3.101 
2.541 
3.57 
3.101 
3.56! 
3.111 
US$3.533 
US$2.393 


$3.21! 
2.62! 
2.86! 
2.421 
3.30! 
2.85! 
3.301 
2.85! 
US$3.053 
US$2.243 


3 Under these contracts, Talisman pays Sumas. 
4 — Under these contracts, Talisman receives Sumas. 


$2.712 
2.212 
2.362 
1.922 
2.752 
2.402 
2.702 
2.352 
US$2.654 
US$1.844 


The effect of the above costless collar natural gas price derivative contracts can be illustrated using the example of the 
outstanding contracts from January 00 to March 00 as follows: 


NIT Index Range ($/gj) 


Talisman Receives ($/gj) 


Above $3.47 
$3.47 and $3.21 
$3.21 and $2.71 
Below $2.71 


D) CRUDE Olt Prices 


$3.47 
NIT 
$3.21 


NIT plus $0.50 ($3.21 less $2.71) 


Talisman entered into crude oil price derivative contracts to reduce the volatility of anticipated revenues that are price 
sensitive to the NYMEX index. The amounts shown below are the weighted average contracted prices. There were no 
contracts of a similar nature outstanding at December 31, 1998. 
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December 31, 1999 


Notional Contract Sold Call Option Purchased Put Option Sold Put Option 
Contract Period Amount (mbbls/d) Talisman Receives’ (US$/bbl) Talisman Receives! (US$/bbl) Talisman Pays2 (US$/bbl) 
January 00 to June 00 40 $26.02 $21.13 $18.13 
July 00 to December 00 25 24.82 19.80 16.80 


1 Under these contracts, Talisman pays NYMEX. 
2 Under these contracts, Talisman receives NYMEX. 


The effect of the above crude oil price derivative contracts is that, for the volumes contracted, Talisman will receive a maximum price as 
represented by the Sold Call Option price when the NYMEX index price is above the Sold Call Option price or receive the lesser of the 
Purchased Put Option price and NYMEX plus US$3.00/bbl, when the NYMEX index price falls below the Purchased Put Option price. 


In addition to the above crude oil price derivative contracts, Talisman also entered in a crude oil price swap contract for fiscal 
2000 with a notional contract amount of 37,000 bbls/d, where Talisman receives US$21.85/bb! and pays NYMEX. 


Carrying Amounts and Estimated Fair Values of Financial Instruments 


Asset (liability) at December 31 1999 1998 
Carrying Fair Carrying Fair 
Value Value Unrecognized Value Value Unrecognized 
Debentures and notes $(1,372.6) $(1,302.2) $ 70.4 S$ (pA 23" 1) es (1743510) anna) 
Foreign exchange forward contracts (48.8) (55.0) (6.2) - (108.5) (108.5) 
Interest rate swap contracts = (7.8) (7.8) = (24.5) (24.5) 
Natural gas price contracts - (7.4) (7.4) ~ 7.6 7.6 
Crude oil price contracts - (3.3) (3.3) - - — 


Borrowings under bank credit facilities are for short terms and are market rate based, thus, carrying values approximate fair value. 
The fair value of debentures and notes is based on market quotations, which reflect the discounted present value of the principal 

and interest payments using the effective yield at December 31 for instruments having the same term and risk characteristics. Fair 
values for derivative instruments are determined based on the estimated cash payment or receipt necessary to settle the contract 

at December 31. Cash payments or receipts are based on discounted cash flow analysis using current market rates and prices. 


The fair values of other financial instruments, including cash, bank indebtedness, accounts receivable, accounts payable, and 
income and other taxes payable, approximate their carrying values. 


Credit Risk 

A significant portion of the Company's accounts receivable is due from entities in the oil and gas industry. Concentration of 
credit risk is mitigated by having a broad domestic and international customer base, which includes a significant number of 
companies engaged in joint operations with Talisman. The Company routinely assesses the financial strength of its partners 
and customers, including parties involved in marketing or other commodity arrangements. At December 31, 1999, amounts 
due from any one party are not material, except that a substantial portion of the Company's Indonesian accounts receivable 
are due from Pertamina, representing approximately 9% of consolidated accounts receivable. 


The Company is exposed to credit risk associated with possible non-performance by derivative instrument counterparties. The 
Company does not generally require collateral from its counterparties, but believes the risks of non-performance are minimal 
as the counterparties are major financial institutions that have investment grade credit ratings as determined by recognized 
credit rating agencies. The Company also limits its total exposure to individual counterparties. 


Sale of Accounts Receivable 

In December 1998, the Company entered into an agreement, that expired December 31, 1999, that enabled it to offer for sale 
to a third party certain Canadian, US and UK pound denominated accounts receivable. At December 31, 1998, the Company 
sold the Canadian dollar equivalent of $150 million of accounts receivable. The Company did not sell accounts receivable in 1999. 


Tl. Other Revenue 


Year ended December 31 1999 1998 1997 
Pipeline and custom treating tariffs $ 34.8 $ 37.6 $ 31.9 
Investment income 10.7 9.8 8.0 
Marketing income 0.7 Bee 2.3 

$ 46.2 $ 50.6 $ 42.2 
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12. Other Expenses (Income) 


Year ended December 31 1999 1998 1997 
Net gain on asset disposals $ (83.8) $ (89.3) $ (20.7) 
Impairment writedowns 20.8 245.7 - 
Foreign exchange (gain) loss (1.2) 8.6 (4.2) 
Gain on marketing contract settlements = (15.9) (11.4) 
Other expense (income) 3.6 (5.4) (5.1) 
$ (60.6) $143.7 $ (41.4) 
13. Taxes 
Income Taxes 
Year ended December 31 1999 1998 1997 
Current income taxes (recovery) 
Canada! $ 5.9 Sy 58} Ss 
United Kingdom 13.2 (13.4) 14.2 
Netherlands 2.2 Dee} 0.6 
Indonesia 14.1 5:2 19.0 
Sudan 11.0 - - 
Other 2.4 hp 1.3 
48.8 14.6 37.9 
Deferred income taxes (recovery) 
Canada 56.4 6.8 52.0 
United Kingdom 16.9 (59.9) 20.8 
Netherlands (2.7) 1.9 5.9 
Indonesia 47.1 (21.5) (6.2) 
Sudan (2.1) ie s 
Other {6.4) (15.2) (12.1) 
109.2 (87.9) 60.4 
Income taxes $158.0 $ (73.3) $ 98.3 


1 Current Canadian income taxes include the federal tax on large corporations, net of Alberta royalty tax credits. 


Deferred distribution taxes associated with operations in the United Kingdom have not been recorded because, based on 
current plans, repatriation of funds in excess of foreign reinvestment will not result in material amounts of tax expense. 
Unremitted earnings in other foreign jurisdictions are not material. 


Income taxes vary from the amount that would be computed by applying the Canadian statutory income tax rate of 44.04% 
for the year ended December 31, 1999 (1998 — 43.8%, 1997 — 43.2%): 


Year ended December 31 1999 1998 1997 
Income taxes calculated at the Canadian statutory rate $161.0 $(136.9) $ 89.6 
Increase (decrease) in income taxes resulting from: 
Non-deductible royalties, mineral taxes and expenses 82.8 50.6 63.4 
Resource allowances (69.8) (41.4) (52.1) 
Non-deductible depreciation, depletion and amortization 56.0 66.2 37.8 
Deductible PRT expense (12.6) (8.1) (13.0) 
Lower foreign tax rates (net) (64.7) (7.6) 2H) 
Provincial rebates and credits (4.0) (4.1) (6.5) 
Federal tax on large corporations 4.5 4.2 3.0 
Other 4.8 3.8 3.8 
Income taxes $158.0 $ (73.3) $ 98.3 


Petroleum Revenue Taxes 

Petroleum Revenue Tax ("PRT") expense primarily relates to the North Sea and is comprised of current taxes of $19.5 million 
(1998 — $8.2 million; 1997 — $23.1 million) and deferred taxes of $11.2 million (1998 — $11.6 million; 1997 — $8.8 million). 
The measurement of PRT expense and the related provision in the Consolidated Financial Statements is subject to uncertainty 
associated with future recoverability of oil and gas reserves, commodity prices and the timing of future events, which could 
result in material changes to deferred amounts. 
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14. Consolidated Statements of Cash Flows 


In 1999, Talisman retroactively adopted the new statement of cash flow presentation whereby only changes in cash and cash 
equivalents of the Company are reported. Non-cash components of transactions such as common shares issued to effect a 
business acquisition will no longer be disclosed in the consolidated statement of cash flows. The impact on the consolidated 


statement of cash flows for the years ended 1998 and 1997 is as follows: 


Year ended December 31, 1998 As Reported Adjustment Restated 
Investing 

Corporate acquisitions $ (305.9) Nena) lis) $ (28.4) 

Capital expenditures: Acquisitions (130.1) 64.7 (65.4) 

Proceeds of dispositions: Resource properties 221.9 (64.7) 157.2 
Financing 

Common shares issued 286.2 (277.5) 8.7 
Year ended December 31, 1997 
Investing 

Corporate acquisitions $ (623.6) $ 104.1 $ (519.5) 

Capital expenditures: Acquisitions (126.6) 22.4 (104.2) 

Proceeds of dispositions: Resource properties le (22.4) 48.8 
Financing 

Increase in long-term debt on corporate acquisitions 605.1 (605.1) - 

Long-term debt issued Ty 27 501.0 6ysu/ 

Deferred credits and other (17.4) 123 (5.1) 
Increase in site restoration provision on acquisition 123 (12.3) - 

Selected cash flow information: 

Year ended December 31 1999 1998 1997 
Net income (loss) $ 176.8 $ (258.8) Seer ial 
Items not involving current cash flow 

Depreciation, depletion and amortization 746.6 614.8 541.2 

Impairment writedowns 20.8 245.7 = 

Dry hole 50.6 91.2 42.4 

Net gain on asset disposals (83.8) (89.3) (20.7) 

Deferred taxes (recovery) 120.4 (76.3) 69.2 

Other (0.1) 1.4 (4.1) 

854.5 787.5 628.0 
Exploration 79.5 102.4 92.3 
Cash flow $1,110.8 $ 631.1 $ 797.4 
Cash flow per common share (Canadian dollars) $ 8.91 S504 $7.29 
Fully diluted cash flow per common share 8.54 5.50 7.05 
Cash interest paid (net of capitalized interest) $ 125.5 Ss YARD $y 432 
Cash income taxes paid 10.8 34.5 37i5 
Changes in operating non-cash working capital consisted of the following: 

Year ended December 31 1999 1998 1997 
Accounts receivable $ (217.5) $ 343 $ (71.0) 
Inventories (18.5) (7.6) 0.5 
Prepaid expenses (6.4) 1.8 (0.7) 
Accounts payable and accrued liabilities 42.2 (72.9) 35.3 
Income and other taxes payable 20.8 (19.7) (7.9) 
Deferred credits - ~ (3.0) 
Net use of cash $ (179.4) $ (64.1) $ (46.8) 


NSE: 
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15. Segmented Information 


Talismans activities are conducted in five geographic segments: Canada, the North Sea, Indonesia, Sudan and other 


international locations. The North Sea segment includes operations in the United Kingdom and the Netherlands. All activities 
relate to the exploration, development and production of oil, liquids and natural gas. 


Canada North Sea 
1999 1998 1997 1999 1998 1997 
Revenue 
Gross sales 
Oil and liquids $ 450.7. $ 307.2 $ 3904 $ 583.0 $ 3806 $ 469.9 
Natural gas 609.0 466.4 403.7 128.4 148.6 142.1 
Synthetic oil 28.3 20.0 DDI) - = - 
Sulphur 1.4 (1.0) 2.0 - - - 
Total gross sales 1,089.4 792.6 821.8 711.4 5292 612.0 
Royalties 223.5 131.0 162.9 16.7 6.7 30.7 
Net sales 865.9 661.6 658.9 694.7 522'5 581.3 
Other 18.0 19S 18.2 26.8 28.6 23.8 
Total revenue 883.9 681.1 677.1 721.5 55) (IB 605.1 
Segmented expenses 
Operating 
Oil and liquids 73.4 70.2 66.1 250.4 266.4 201.4 
Natural gas 127.7 TiS 96.9 31.9 Sh) 33.1 
Synthetic oil 12.5 13.0 13,9 - = = 
Pipeline 3.1 3.0 3.4 13.8 14.4 8.5 
Total operating expenses 216.7 202.1 180.3 296.1 320.3 243.0 
DD&A 368.7 306.7 238.3 282.7 253.0 255.6 
Dry hole 12.7 EDs 24.1 26.4 48.2 o)3 
Exploration 39.8 39.9 41.9 8.5 SiS) 15.3 
Other (61.0) (57.8) (36.0) (2.4) 190.3 (9.5) 
Total segmented expenses 576.9 513.4 448.6 611.3 849.3 Nha 
Segmented income (loss) before taxes 307.0 167.7 228.5 110.2 (298.2) 91.4 
Corporate expenses 
General and administrative 
Interest on long-term debt 
Total corporate expenses 
Income (loss) before taxes 
Property, plant and equipment $3,369.8  $2,304.7 $2,258.3 $2,217.6 $1,537.1  $1,682.1 
Segmented assets $3,497.6  $2,393.3 $2,438.4 $2,475.6 $1,654.9  $1,880.8 
Add corporate 
Total assets 
Capital expenditures 
Exploration $106.2.) $) 126.9: 0..$ 140.90 $89.20 eS 101.9 5 or4aG 
Development 217.0 276.8 270.9 256.3 263.9 229 
Exploration and development 323.2 403.7 411.8 295.5 365.8 266.5 
Acquisitions | 
Proceeds on dispositions 
Corporate 


Net capital expenditures 


1 Excluding corporate acquisitions 


Indonesian oil revenue in 1999, 1998 and 1997 consist entirely of sales to Pertamina. North Sea total revenue for the year ended 
December 31, 1999 and property, plant and equipment as at December 31, 1999 were $697.6 million (1998 — $518.6 million; 
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Indonesia Sudan Other Total 
1999 1998 1997 1999 1998 1999 1998 1997 1999 1998 1997 
$- 261.3) 3 2037 “$:2266:1- ~$4133.7>, -$ = 8) - § =a 0$ — $1,428.7 $ 891.5 $1,126.4 
121.8 8.1 - - - - - - 859.2 623.1 545.8 
= = = = = = = _ 28.3 20.0 NST 
- - - - - - - - 1.4 (1.0) 2.0 
383.1 211.8 266.1 133.7 = - - — 2,317.6 1,533.6 1,699.9 
118.6 75.8 118.5 30.2 = - - - 389.0 ZB B12 
264.5 136.0 147.6 103.5 - - - - 1,928.6 1,320.1 1,387.8 
- 0.3 - 0.9 0.4 0.5 1.8 0.2 46.2 50.6 42.2 
264.5 136.3 147.6 104.4 0.4 0.5 1.8 0.2 1,974.8 37 0e) 1,430.0 
52.5 54.9 56.4 22.4 - - - - 398.7 391.5 323.9 
15.8 BH) - - — - - - 175.4 159.1 130.0 
- - - - - - _- - 12.5 13.0 13.9 
- - - - - - - - 16.9 17.4 11.9 
68.3 58.6 56.4 22.4 - - - = 603.5 581.0 479.7 
71.8 54.9 46.8 PIB} 7/ - 0.2 0.2 0.5 746.6 614.8 541.2 
1.3 3.9 5.6 2.0 - 8.2 16.6 3.4 50.6 91.2 42.4 
8.1 10.0 6.7 11.6 25 11.5 125 28.4 79.5 102.4 92.3 
(0.4) Teh 2.0 2.8 (0.6) 0.4 4.1 De (60.6) 143.7 (41.4) 
149.1 135.1 11725 62.0 1.9 20.3 33.4 34.4 1,419.6 (ros3el 1,114.2 
115.4 il 30.1 42.4 (1.5) (19.8) (31.6) (34.2) 555.2 (162.4) 315.8 
70.1 58.9 57.4 
119.6 91.0 Sibel 
189.7 149.9 108.5 
SS eye) SS (GD) SS POUL: 
$ 553.4 $ 5796 $ 466.1 $ 7684 $ 5239 $ 738 $ 51.5 $ 345 $6,983.0  $4996.8  $4,441.0 
SSS08:8 5 UO eg COU: oor S552 oe D5sDu or 26:08 eo 5.98 => | 423 $7,714.09 9$5.359:2 $4,962.0 
104.7 98.0 68.9 
$7,818.7 $5, 4572 $5,030.9 
Sa oal Cot 3) 9 eae eo SD: were como So Aa ee Ay Aen $s P3NO RS 2377) (S$ asisdes $2455 
36.1 146.7 AVS} 245.1 144.4 3.8 - - 758.3 831.8 705.1 
54.2 179.6 Dey) j} 280.9 148.7 42.2 47.4 39.6 996.0 1,145.2 950.6 
481.7 65.4 Wild 
(132.5) (157.2) (56.3) 
17.0 135) Wiles 
$1,362.2 $1,066.9 $1,017.3 


NC. 


1997 — $570.0 million) and $2, 169.4 million (1998 — $1,500.3 million; 1997 — $1,644.0 million), respectively, from the United Kingdom 
and $23.9 million (1998 — $32.5 million; 1997 — $35.1 million) and $48.2 million (1998 — $36.8 million; 1997 — $38.1 million), respectively, 
from the Netherlands. 
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16. Information for United States Readers 


Accounting Principles Generally Accepted In The United States 

The Consolidated Financial Statements have been prepared in accordance with accounting principles generally accepted 
Canada (“Canadian GAAP") which, in most respects, conform to accounting principles generally accepted in the United 
States ("US GAAP”). Significant differences between Canadian and US GAAP are as follows: 


in 


Year ended December 31 Notes 1999 1998 1997 
Net income (loss) — Canadian GAAP $ 176.8 $ (258.8) Sys ay /T 
Foreign exchange gain (loss) on long-term debt il 87.5 (58.6) (21.8) 
Depreciation, depletion and amortization 2,3,4,7 (35.1) (179.7) (53.0) 
(Loss) gain on derivative financial instruments 58 8.9 (1.6) (21.4) 
Preferred security charges 7 (23.7) = = 
Deferred income taxes 3 89.7 28.2 43.6 
127.3 (211.7) (52.6) 

Net income (loss) - US GAAP $ 304.1 $ (470.5) $.- 245 
Net income (loss) per common share — US GAAP $ 2.44 $ (4.20) 5 OP 


Stock options outstanding do not have a material dilutive effect on US GAAP net income per common share. There are n 
comprehensive income items other than net income. 


Balance sheet items in accordance with US GAAP are as follows: 


(0) 


December 31 Notes 1999 1998 
Canadian US Canadian US 
GAAP GAAP GAAP GAAP 
Other assets 1,7,8 $ 45.0 $ 56.6 $ 131.7 $.0r525 
Property, plant and equipment 2,3,4 6,983.0 7,387.0 4,996.8 DylloZal 
Deferred credits 5 130.4 130.4 Dies 30.4 
Long-term debt 7 2,157.2 2,589.9 2,070.7 2,070.7 
Deferred taxes 3 563.9 1,123.4 364.5 718.3 
Share capital and contributed surplus 6,7 3,410.8 2,996.7 2653 2,181.8 
Retained earnings (deficit) 1-8 212.2 49.7 48.7 (254.4) 
1 Foreign exchange on long-term debt — US GAAP requires long-term debt denominated in foreign currencies be 
translated at the rates of exchange in effect on the balance sheet date, with inclusion of the resulting gain or loss in net 


income for the period. Canadian GAAP requires these gains or losses be amortized over the life of the long-term deb 


t. 


2 Gains on property exchanges — Under both US and Canadian GAAP, property exchanges are recorded at the carrying 


value of the assets given up unless the exchange transaction includes significant cash consideration, in which case it 
recorded at fair value. Under US GAAP, asset exchange transactions are recorded at fair value if cash consideration is 


is 


greater than 25% (10% under Canadian GAAP) of the fair value of total consideration given or received. The resulting 


differences in the recorded carrying values of these properties further results in differences in depreciation, depletion 
amortization expense in subsequent years. 


and 


3 Income taxes and depreciation, depletion and amortization expense — Under US GAAP, companies are required 


to recognize deferred income taxes based on the liability method in accordance with Statement of Financial Accounti 


ng 


Standards (“SFAS") No. 109, while Canadian GAAP currently permits use of the deferral method until the end of 1999. 
The Company recognized a greater deferred income tax liability under US GAAP for corporate acquisitions due to the 


differences between assigned values and the tax bases of assets acquired and liabilities assumed. The increased defe 


rred 


income tax liability is offset by an increase in the assigned values of property, plant and equipment acquired and results in 


additional depreciation, depletion and amortization expense. 


4 Impairments — Under both US and Canadian GAAP, property, plant and equipment must be assessed for potential 
impairments. Under US GAAP, if the sum of the expected future cash flows (undiscounted and without interest charg 


es) is 


less than the carrying amount of the asset, then an impairment loss (the amount by which the carrying amount of the 
asset exceeds the fair value of the asset) should be recognized. Fair value is calculated as the present value of estimated 
expected future cash flows. Under Canadian GAAP, the impairment loss is the difference between the carrying value of the 
asset and its net recoverable amount (undiscounted). The resulting differences in recorded carrying values of impaired 


assets further results in differences in depreciation, depletion and amortization expense in subsequent years. 
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5 Forward foreign exchange contracts — The Company has designated certain of its forward foreign exchange 
contracts as hedges of Indonesian and Canadian production subject to firm production and marketing contracts for 
delivery in 2000 through 2001. 


In addition, some of the Company's forward foreign exchange contracts also hedge anticipated future US dollar 
denominated sales that are not firmly committed. In accordance with Canadian GAAP, payments or receipts on these 
contracts are recognized in income concurrently with the hedged transaction. The fair values of the contracts deemed to 
be hedges of future sales are not reflected in the financial statements. In accordance with US GAAP, forward foreign 
exchange contracts associated with anticipated future transactions that do not constitute firm commitments are 
recognized in the financial statements at fair value, with any resulting gain or loss immediately reflected in income. 


6 Appropriation of contributed surplus — In 1992, concurrent with a change in control of the Company, $16.5 million 
of contributed surplus was appropriated to retained earnings to eliminate the deficit at June 30, 1992. This restatement of 
retained earnings is not permitted under US GAAP as the events that precipitated it did not constitute a quasi- 
reorganization. 


7. Preferred Securities — Under US GAAP, Talisman’s preferred securities are considered debt rather than equity. 
Accordingly, the annual preferred security charges under US GAAP are classified as an expense rather than a direct charge 
to retained earnings. Under US GAAP, the cost associated with the issuance of the preferred securities is recorded as an 
asset and is amortized over the term of the preferred securities. Under Canadian GAAP, this cost, net of tax, is charged 
directly to shareholders’ equity. The fair market value of the preferred securities at December 31, 1999 was $372.1 million. 


8 Derivative Financial Instruments — In accordance with Canadian GAAP, the Company has designated its derivative 
financial instruments as hedges of anticipated revenues and expenses. The payments or receipts on these contracts are 
recognized in income concurrently with the hedged transactions. The fair value of the contracts deemed to be hedges are 
not reflected in the financial statements. Under US GAAP. certain of these derivative financial instruments are not 
considered hedges. Accordingly, these derivative financial instruments are recognized in the financial statements at fair 
value, with any resulting gain or loss immediately reflected in income. 


Stock Option Plans 

No amount of compensation expense has been recognized in the financial statements for stock options granted to employees 
and directors. The following table provides pro forma measures of net income (loss) and net income (loss) per common share 
in accordance with US GAAP had stock options been recognized as compensation expense based on the estimated fair value 
of the options on the grant date in accordance with SFAS No. 123. 


1999 1998 1997 
As Pro As Pro As Pro 
Reported Forma Reported Forma Reported Forma 
Net income (loss) $ 304.1: $ 277.1 $ (470.5) $ (481.9) See 24 Sse eo 
Net income (loss) per common share 2.44 2.22 (4.20) (4.30) 0.22 0.07 


The pro forma amounts above are not indicative of future results as options generally vest over three years, excluding a grant 
of 1,945,061 options in March 1999 of which one half vested in 1999 (and are reflected as compensation expense in the 
above table over this period). Additional awards in future years are anticipated. 


Stock options granted in 1999 had an estimated weighted-average fair value of $10.50 per option (1998 — $14.21 per 
option; 1997 — $20.34 per option). All options issued by the Company permit the holder to purchase one common share of 
the Company at the stated exercise price. 


The estimated fair value of stock options issued was determined using the Black-Scholes model using the following weighted 
average assumptions: 


1999 1998 1997 
Risk-free interest rate (%) 5.3 5.4 Spill 
Estimated hold period prior to exercise (years) 5.4 5.6 5.1 
Volatility in the price of the Company's common shares (%) 32 28 45 


The Company has not paid dividends since 1991; no future dividend payments were assumed in estimating the fair value of 
the options. 


INC. 
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Income Taxes 
The net deferred tax liability calculated pursuant to SFAS No. 109 comprised the following: 
December 31 1999 1998 
Deferred tax liabilities 
Differences between tax bases and reported amounts of property, plant and equipment $(1,235.3) $ (759.8) 
Differences between tax bases and reported amounts of pension assets (25.7) (25.0) 
Other taxable temporary differences (48.5) (38.7) 
(1,309.5) (823.5) 
Deferred tax assets 
Tax credits carried forward | 44.9 20.2 
Provision for future site restoration 94.1 WS 
Other deductible temporary differences 52.4 18.6 
191.4 110.9 
Valuation allowance (5.3) (5.7) 
Net deferred income tax liability $(1,123.4) $ (718.3) 


1 The deferred tax effects associated with tax credits carried forward at December 31, 1999 expire subsequent to 2002. 


Changes in Accounting Standards 

The United States Financial Accounting Standards Board ("FASB") issued SFAS No. 133, Accounting for Derivative Instruments 
and Hedging Activities (as amended by SFAS No. 137), which is now effective for all fiscal quarters of all fiscal years 
beginning after June 15, 2000. SFAS No. 133 establishes accounting and reporting standards for derivative instruments, 
including certain derivative instruments embedded in other contracts, and for hedging activities. It requires that an entity 
recognize all derivatives as either assets or liabilities and measure those instruments at fair value. The impact that adoption of 
the standard is expected to have on the financial statements is not currently known. 


Summary US$ Information 

Unless otherwise noted, all amounts in the Consolidated Financial Statements, including Accounting Principles Generally 
Accepted in the United States above, are reported in millions of Canadian dollars. The following information reflects summary 
financial information prepared in accordance with US GAAP translated from Canadian dollars to US dollars at the average 
exchange rate prevailing in the respective year. The US dollar amounts below are approximations only and are not indicative 
of the Company's actual financial results had US dollars been used as the reporting currency. For example, depreciation, 
depletion and amortization expense is translated in each year using the average exchange rate in that year, which may not 
reflect the prevailing exchange rates when the capital assets were acquired. 


US$ million (except as noted) 1999 1998 1997 
Total revenue $1,329.2 $ 924.0 $1,029.5 
Cash flow 737.7 425.4 574.0 
EBITDAX! 974.8 507.4 618.5 
Net income (loss) 204.7 (317.2) 17.6 
Net income (loss) per common share (US$/share) 1.64 (2.83) 0.16 
Average exchange rate (US$/C$) 0.6731 0.6741 0.7199 


1 Earnings before interest, preferred security charges, income taxes, depreciation, depletion and amortization, impairment writedowns, exploration and dry hole expense. 
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M Supplementary Oil and Gas Information 


(unaudited) 


The following supplemental data on the Company's oil and gas activities were prepared in accordance with the FASB’s SFAS No. 69: Disclosures 
About Oil and Gas Producing Activities. Activities not directly associated with conventional crude oil and natural gas production, including synthetic 
oil operations, are excluded from all aspects of this supplementary oil and gas information. 


Results of Operations from Oil and Gas Producing Activities 


Years ended December 31 (millions of Canadian dollars) Canada North Sea Indonesia Sudan Other Total 
1999 Net oil and gas revenue derived 
from proved reserves ! $ 843.7 $ 719.7 $ 264.6 $ 103.5 $ = $1,931.5 
Less: Production costs 204.2 296.1 68.3 22.4 - 591.0 
Exploration and dry hole expense 52.5 34.8 9.4 13.6 19.8 130.1 
Depreciation, depletion and amortization 366.2 292.2 71.8 23.2 0.2 753.6 
Tax expense (recovery) 102.2 66.2 61.9 13.4 (7.6) 236.1 
Results of operations $ 118.6 $ 30.4 Smo st2 $ 30.9 $ (12.4) $ 220.7 
1998 Net oil and gas revenue derived 
from proved reserves ' $ 652.6 $ 549.1 $ 136.0 $ - $ oe 1) SEI 
Less: Production costs 189.1 320.3 60.3 - ~ 569.7 
Exploration and dry hole expense 62.3 85.8 I3e 2-5) DES 192.0 
Depreciation, depletion and amortization 294.0 498.7 54.8 - 0.2 847.7 
Tax expense (recovery) 50.2 (64.2) 7.0 (0.8) (12.1) (19.9) 
Results of operations Ss 57/0 § Cys)  %& - SG) SS GIG) Ss (iL) 
1997 Net oil and gas revenue derived 
from proved reserves | $ 647.6 $ 601.3 5, 1475 $ = s$ = $ 1,396.4 
Less: Production costs 166.5 243.0 56.4 = = 465.9 
Exploration and dry hole expense 65.9 24.7 12.2 = 31.8 134.6 
Depreciation, depletion and amortization 223.2 255.5 46.8 - 0.5 526.0 
Tax expense (recovery) 98.5 65.6 18.6 = (13.9) 168.8 
Results of operations $ 93.5 See t2.5 $ 135 $ = si 84) 2s 101.1 


1 Net oil and gas revenue derived from proved reserves is net of applicable royalties. 


Capitalized Costs Related to Oil and Gas Activities 


As at December 31 (millions of Canadian dollars) Canada North Sea Indonesia Sudan Other Total 
1999 Proved properties $4,202.8 $3,250.1 $720.9) $7317) S$) 5,2) $8;910:7 
Unproved properties 322.3 59.7 36.7 6.7 61.8 487.2 
Incomplete wells and facilities 8.7 1.6 0.2 12.1 6.7 29.3 
4,533.8 3,311.4 757.8 750.5 73.7 9,427.2 
Less: accumulated depreciation, 
depletion and amortization 1,154.4 1,093.8 241.7 21.6 - 2,511.5 
Net capitalized costs $3,379.4 $2,217.6 $ 516.1 $ 728.9 $0737 $6,915.7 
1998 Proved properties $ 2,726.2 22215 $ 745.1 $ ser a Siuh 48 20S 516942 
Unproved properties 514.2 255.8 7.6 RS 50.0 829.5 
Incomplete wells and facilities - 3.8 0.9 522.0 - 526.7 
3,240.4 2,481.1 753.6 523.9 51.4 7,050.4 
Less: accumulated depreciation, 
depletion and amortization 991.4 944.0 17359 = - 2,109.3 
Net capitalized costs $ 2,249.0 Sissi $ 579.7 $ 523.9 Seid $ 4,941.1 
1997 Proved properties $ 2,927.3 $ 1,934.6 $ 561.9 $ - $ = $ 5,423.8 
Unproved properties 374.8 221.0 3.9 = 29.8 629.5 
Incomplete wells and facilities 2.6 21.8 om) - 3.3 30.0 
3,304.7 2,177.4 568.1 - 33.1 6,083.3 
Less: accumulated depreciation, 
depletion and amortization 1,066.4 507.1 119.3 = - 1,692.8 
Net capitalized costs $ 2,238.3 $ 1,670.3 $ 448.8 $ - Beh $ 4,390.5 
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Costs Incurred in Oil and Gas Activities 


Years ended December 31 (millions of Canadian dollars) Canada North Sea Indonesia Sudan Other Total 
1999 Property acquisition costs 
Proved $1,162.8  $ 638.3 $ nS =.= -$ - — $1,801.1 
Unproved 86.3 33.1 - - - 119.4 
Exploration costs 81.9 39.2 18.1 35.8 38.4 213.4 
Development costs 208.2 256.3 36.1 245.1 3.8 749.5 
Total costs incurred $1,539.2 $ 966.9 $7542 $ 280.9 $ 42.2 $2,883.4 
1998 Property acquisition costs 
Proved $ 107.1 $e eh2ud $ = $ 342.8 $ S $ 462.0 
Unproved 20.8 10.8 0.4 35.0 0.1 67.1 
Exploration costs 106.1 101.9 32.4 4.3 47.4 292.1 
Development costs 271.0 263.8 146.7 144.4 - 825.9 
Total costs incurred $ 505.0 $ 388.6 $ 179.5 $ 526.5 $9 47:5 $ 1,647.1 
1997 Property acquisition costs 
Proved $ 508.7 eee) $ ne) = 4$ = $53 1:6 
Unproved 208.1 46.0 2.0 - 1.8 257.9 
Exploration costs 105.7 44.6 18.4 — 37.8 206.5 
Development costs 267.6 222.0 212.3 = = 701.9 
Total costs incurred $ 1,090.1 $3355 pamaooey $ - $ 39.6 $ 1,697.9 


Standardized Measure of Discounted Future Net Cash Flows from Proved Reserves 


Future net cash flows were calculated by applying the respective year-end prices to the Company's estimated future production of 
proved reserves and deducting estimates of future development and production costs and income taxes. Future development and 
production costs have been estimated based on the assumed continuation of cost levels and economic conditions existing at each 
year-end. Similarly, future income taxes have been estimated based on statutory tax rates enacted at year-end. The present values of 
the estimated future cash flows were determined by applying a 10% discount rate prescribed by the FASB. 


In order to increase the comparability between companies, the standardized measure of discounted future net cash flows necessarily 
employs uniform assumptions that do not necessarily reflect management's best estimate of future events and anticipated outcomes. 
Accordingly, the Company does not believe that the standardized measure of discounted future net cash flows will be representative 
of actual future net cash flows and should not be considered to represent the fair market value of the oil and gas properties. Actual 
future net cash flows will differ significantly from those estimated due to, but not limited to, the following: 


¢ production rates will differ from those estimated both in terms of timing and amount. For example, future production may include 
significant additional volumes from unproved reserves; 

e future prices and economic conditions will differ from those at year-end. For example, changes in prices increased the discounted 
future net cash flows by $4 billion in 1999; 

¢ future production and development costs will be determined by future events and will differ from those at year-end; and 

¢ estimated income taxes will differ in terms of amounts and timing dependent on the above factors, changes in enacted rates 
and the impact of future expenditures on unproved properties. 


TALISMAN ENERGY 
Discounted Future Net Cash Flows from Proved Reserves 
As at December 31 (millions of Canadian dollars) Canada North Sea Indonesia Sudan Other Total 
1999 Future cash inflows 1 $ 9,713 $ 8,033 $ 2,621 $ 2,622 $ 259 $ 23,248 
Future costs 
Production (2,044) (2,767) (498) (580) (41) (5,930) 
Development and site restoration (390) (1,064) (143) (68) (21) (1,686) 
Future net inflows before income taxes 7,279 4,202 1,980 1,974 197 15,632 
Future income and production revenue taxes (2,471) (1,635) (733) (431) (67) (5,337) 
Future net cash flows 4,808 2,567 1,247 1,543 130 10,295 
10% discount factor (1,730) (626) (382) (413) (68) (3,219) 
Discounted future net cash flows $ 3,078 $ 1,941 $ 865 $ 1,130 62 $ 7,076 
1998 Future cash inflows ! $ 5,861 $ 3,203 $ 1,160 $ 1,248 $ 99 Sailor 
Future costs 
Production (1,664) (1,464) (459) (388) 9) (4,014) 
Development and site restoration (303) (781) (149) (162) (16) (1,411) 
Future net inflows before income taxes 3,894 958 552. 698 44 6,146 
Future income and production revenue taxes (1,042) (215) (79) (116) = (1,452) 
Future net cash flows 2,852 743 473 582 44 4,694 
10% discount factor (1,013) (247) (184) (255) (26) (1,725) 
Discounted future net cash flows $ 1,839 $ 496 $ 289 b BW) SaaS $ 2,969 
1997 Future cash inflows! $ 5,842 $ 4,054 $ 2,046 $ - $ = $ 11,942 
Future costs 
Production (1,769) (1,746) (836) - - (4,351) 
Development and site restoration (324) (605) (213) - - (1,142) 
Future net inflows before income taxes 3,749 1,703 997 - - 6,449 
Future income and production revenue taxes (969) (484) (261) ~ - (1,714) 
Future net cash flows 2,780 1,219 736 - ~ 4,735 
10% discount factor (1,025) (320) (231) - - (1,576) 
Discounted future net cash flows $71,755 $ 899 $ 505 $ - $ ~ $ 3,159 
1 Future cash inflows are revenues net of royalties. 
Principal Sources of Changes in Discounted Cash Flows 
Years ended December 31 (millions of Canadian dollars) 1999 1998 1997 
Sales of oil and gas produced, net of production costs $(1,340) $768) — $= (931) 
Net change in prices 3,997 (1,089) (1,591) 
Net change in production costs (221) 232 (60) 
Net change in future development and site restoration costs 18 (129) (21) 
Development costs incurred during the year 489 438 300 
Extensions, discoveries and improved recovery 1,206 611 652 
Revisions of previous reserve estimates 359 46 65 
Net purchases and sales of reserves in place 1,951 105 391 
Accretion of discount 389 416 575 
Net change in taxes (2,367) (25) 215 
Other (374) (27) (176) 
Net change 4,107 (190) (581) 
Balance, beginning of year 2,969 3,159 3,740 
Balance, end of year $ 7,076 $ 2,969 $ 3,159 
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Continuity of Proved Reserves 


Conventional Crude Oil and Natural Gas Liquids Canada! North Sea 
(mmbbls) Gross5 Net& Gross> Neté 
Total Proved 
Proved reserves at December 31, 1996 Hi[Spil 87.3 71.8 69.0 
Discoveries, additions and extensions 29.0 23.3 30.1 29.7 
Dispositions and acquisitions 223 20.7 6.7 6.7 
Net revisions 7 6.8 8.2 13.6 13.6 
Production (17.8) (11355) (18.4) (17.7) 
Proved reserves at December 31, 1997 155.4 126.0 103.8 101.3 
Discoveries, additions and extensions 19.3 16.5 21.4 20.8 
Dispositions and acquisitions (3.9) (2.9) Be Sh 
Net revisions 7 5.9 9.4 (0.4) - 
Production (20.0) (16.4) (21.0) (20.6) 
Proved reserves at December 31, 1998 156.7 132.6 107.0 104.7 
Discoveries, additions and extensions 11.4 9.4 30.9 30.3 
Dispositions and acquisitions 34.1 28.0 77.2 73.6 
Net revisions? 7.6 4.3 2.9 (0.8) 
Production (20.3) (16.9) (21.7) (20.6) 
Proved reserves at December 31, 1999 189.5 157.4 196.3 187.2 
Proved Developed 
December 31, 1996 109.9 83.3 52.0 49.8 
December 31, 1997 149.9 121.9 75.6 (35 
December 31, 1998 153.0 129.9 80.4 78.5 
December 31, 1999 182.5 151.9 158.0 150.7 
Natural Gas (bcf) 
Total Proved 
Proved reserves at December 31, 1996 1,551.4 (SvVeey 418.3 404.8 
Discoveries, additions and extensions 265.8 227.5 D8 20.9 
Dispositions and acquisitions 289.6 247.9 — - 
Net revisions 7 (56.5) (93.6) (38.7) (35.8) 
Production (203.6) (170.9) (36.6) (34.8) 
Proved reserves at December 31, 1997 |,846.7 1,585.6 364.3 S55 
Discoveries, additions and extensions 256.8 209.8 36.0 35.8 
Dispositions and acquisitions (51.7) (50.7) ~ - 
Net revisions 7 14.5 (32.8) 21.4 27.8 
Production (230.9) (193.6) (37.8) (37.4) 
Proved reserves at December 31, 1998 1,835.4 Poss 383.9 381.3 
Discoveries, additions and extensions 234.7 186.4 10.1 10.1 
Dispositions and acquisitions 366.3 291.0 2.3 2.2 
Net revisions’ (18.2) (73.2) 6.0 (1.2) 
Production (249.0) (198.1) (41.9) (40.8) 
Proved reserves at December 31, 1999 2,169.2 1,724.4 360.4 351.6 
Proved Developed 
December 31, 1996 (375) 1,203.9 345.0 334.6 
December 31, 1997 1,631.2 1,400.5 330.6 B22e). 
December 31, 1998 1,648.4 1,364.7 3115.5 313.6 
December 31, 1999 1,895.5 1,508.4 339.0 330.7 


N 


w 


Canadian proved reserves exclude synthetic crude oil reserves of (gross/net): December 31, 1997 — 23.5/19.2 mmbbls; December 31, 1998 — 26.7/22.7 mmbbls; 


December 31, 1999 — 32.6/27.8 mmbbls. 


Interests of Pertamina, other than working interests, are accounted for as royalties. Pertamina royalties are reflected in net reserves using effective rates over the 


life of the contract. 


Interests of the Government of Sudan and its agencies (“Sudanese”), other than working interests, are accounted for as royalties. Sudanese royalties are reflected 


in net reserves using effective rates over the life of the contract. 


TASTES: MEANS ESNGESR Gays SNEe: 


Indonesia 2 Sudan 3 Algeria4 Total 
Gross > Net Gross > Net® Gross > Net& Gross> Net& 
39.0 23.5 - - - — 225.9 179.8 
9.6 5 - - - - 68.7 58.5 
= ~ - - - - 29.0 Dina, 
2.8 3.6 - - ~ - 23.2 25.4 
(10.3) (5.9) - - ~ - (46.5) (37.1) 
41.1 26.7 - - - = 300.3 254.0 
9.7 6.7 32.9 26.4 - ~ 83.3 70.4 
— _ 68.0 54.5 - _ 67.3 54.8 
0.7 2.9 - - 12.0 6.1 18.2 18.4 
(11.6) (7.5) - - _ ~ (52.6) (44.5) 
39.9 28.8 100.9 80.9 12.0 6.1 416.5 353.1 
3.5 72.38) 35.0 24.5 = - 80.8 66.7 
- - - - - - 111.3 101.6 
(5.6) (3.7) 0.4 (10.0) - 0.7 5.3 (9.5) 
(10.5) (7.6) (4.3) (3.0) - - (56.8) (48.1) 
27S 20.0 132.0 92.4 12.0 6.8 557.1 463.8 
32.3 18.5 - - - _ 194.2 151.6 
34.9 21.6 - - ~ ~ 260.4 217.0 
37.8 27.0 - - = = 271.2 235.4 
23.9 17.3 132.0 92.4 - - 496.4 412.3 
332.0 273.3 - - - - DEN sil 2,052.8 
120.5 104.1 - - - ~ 407.6 B55 
~ _ - - - - 289.6 247.9 
- 13.4 - - - - (95.2) (116.0) 
= = - = - - (240.2) (205.7) 
452.5 390.8 - - — - 2,663.5 DBS 
103.2 91.0 - - - - 396.0 336.6 
= = _ - - - (51.7) (50.7) 
64.3 65.0 - - - ~ 100.2 60.0 
(4.9) (4.3) - ~ - - (273.6) (235.3) 
615.1 542.5 - - = ~ 2,834.4 2,442.1 
65.8 51.1 - - - - 310.6 247.6 
= - - - - - 368.6 293.2 
50.0 (26.4) ~ = = - 37.8 (100.8) 
(39.5) (30.6) - - - - (330.4) (269.5) 
691.4 536.6 - - - = 3,221.0 2,612.6 
a 2 a . = - O25 1,538.5 
a = = = = _ 1,961.8 {| PE 
338.4 298.4 - - - - 2,302.3 1,976.7 
210.5 163.3 - - - - 2,445.0 2,002.4 


4 Interests of the Government of Algeria and its agencies (“Algerian”), other than working interests, are accounted for as royalties. 


Algerian royalties are reflected in net reserves using effective rates over the life of the contract. 
5 — Gross reserves are the remaining reserves of Talisman, before deduction of estimated royalties. 
6 Net reserves are the remaining reserves of Talisman, after deduction of estimated royalties. 


7 Net revisions include revisions that reflect actual performance, reassessment of data and adjustments to cumulative production. 
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Proved and Probable Reserves 


United Other 
Canada Kingdom Netherlands Indonesia Sudan Countries | Total 

Oil and Liquids (mbbls) 

Proved reserves at December 31, 1998 156,709 106,873 120 39,874 100,875 12,000 416,451 
Discoveries, additions, and extensions 11,372 9698 - - 612 24,675 - 46,357 
Drilling revisions and transfers - 2,378 - 2,861 10,325 - 15,564 
Net purchase and sale of reserves 34,128 77,194 (14) = - - 111,308 
Non-drilling revisions and transfers 7,660 21,616 58 (5,490) 424 = 24,268 
1999 production (20,339) (21,575) (54) (10,531) (4,280) - (56,779) 

Proved reserves at December 31, 1999 189,530 196,184 110 27,326 132,019 12,000 557,169 

Probable reserves at December 31, 1998 65,379 54,432 40 18,358 54,050 38,900 231,159 
Discoveries, additions, and extensions 3,494 - ~ 3,676 44,175 5,500 56,845 
Drilling revisions and transfers (17) 917 _ (2,372) (10,325) - (11,797) 
Net purchase and sale of reserves 26,206 38,033 = - - - 64,239 
Non-drilling revisions and transfers (990) (2,842) - (4,524) (23,250) (2,900) (34,506) 

Probable reserves at December 31, 1999 94,072 90,540 40 15,138 64,650 41,500 305,940 

Natural Gas (bcf) 

Proved reserves at December 31, 1998 1,835.4 327.1 56.8 615.1 - - 2,834.4 
Discoveries, additions, and extensions 230.2 — - 51.7 - - 281.9 
Drilling revisions and transfers 4.4 0.6 - 14.1 - - 19.1 
Net purchase and sale of reserves 366.3 0.7 1.6 - = — 368.6 
Non-drilling revisions and transfers (18.1) 12.8 Dil 50.0 - - 47.4 
1999 production (249.0) (33.9) (8.0) (39.5) - - (330.4) 

Proved reserves at December 31, 1999 2,169.2 307.3 53.1 691.4 - - 3,221.0 

Probable reserves at December 31, 1998 889.7 94.0 18.6 A e8) - - 1,219.6 
Discoveries, additions, and extensions 110.7 ~ ~ 51.7 - DU 189.7 
Drilling revisions and transfers (9.6) 0.3 - 5.0 - - (4.3) 
Net purchase and sale of reserves 260.7 (26.8) 0.1 - - - 234.0 
Non-drilling revisions and transfers (1.5) 4.7 (3.1) 10.0 - _ 10.1 

Probable reserves at December 31,1999 1,250.0 72.2 15.6 284.0 - 27.3 1,649.1 

BOE2 (mbbls) 

Proved reserves at December 31, 1998 462,603 161,385 9,595 142,388 100,875 12,000 888,846 
Discoveries, additions, and extensions 49,740 9,698 - 9,222 24,675 - 93,335 
Drilling revisions and transfers 74) 2,477 - bls 10,325 - 18,756 
Net purchase and sale of reserves 95,186 77,308 252 - - — 172,746 
Non-drilling revisions and transfers 4,626 23,763 495 PAKS) 424 - 32,163 
1999 production (61,836) (27,225) (1,387) (17,111) (4,280) - (111,839) 

Proved reserves at December 31, 1999 551,060 247,406 8,955 142,567 132,019 12,000 1,094,007 

Probable reserves at December 31, 1998 213,662 70,092 3,133 54 566 54,050 38,900 434,403 
Discoveries, additions, and extensions 21,948 - - 12,286 44,175 10,042 88,451 
Drilling revisions and transfers (1,619) 962 - (1,539) (10,325) - (12,521) 
Net purchase and sale of reserves 69,659 835/38 13 - - - 103,245 
Non-drilling revisions and transfers (1,242) (2,050) (514) (2,847) (23,250) (2,900) (32,803) 

Probable reserves at December 31,1999 302,408 102,577 2,632 62,466 64,650 46,042 580,775 


1 Includes Algeria and Trinidad. 


2 Six mcf of natural gas equals one boe; boe calculations do not include Sulphur or Synthetic Oil. 
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Historical Proved Reserves 


(consolidated) 1992 1993 1994 1995 1996 1997 1998 1999 

Oil and Liquids (mmbbls) 

Opening balance 39.8 40.5 95.0 167.8 167.9 225.9 300.3 416.5 
Discoveries, additions and extensions 2.8 11.0 8.8 15.4 33.8 68.7 42.4 46.4 
Drilling revisions and transfers = - - = - - 40.9 15.6 
Net purchase and sales 0.3 53.8 69.9 0.9 35.6 29.0 67.3 111.3 
Non-drilling revisions and transfers 3.6 (0.3) F222 Vad 24.3 23.2 18.2 24.1 
Production (6.0) (10.0) (18.1) (27.4) (35.7) (46.5) (52.6) (56.8) 


Closing balance 40.5 95.0 167.8 167.9 225.9 300.3 416.5 557.1 
Natural Gas (bcf) 


Opening balance 743.1 734.7 1,267.9 1,852.1 1,901.8 2,301.7 2,663.5 2,834.4 
Discoveries, additions and extensions 85.1 12533 186.0 195.3 263.9 407.6 360.2 281.9 
Drilling revisions and transfers - - - - - - 35.8 19.1 
Net purchase and sales (24.0) 530.1 564.1 9.5 34.2 289.6 (Sile7)) 368.6 
Non-drilling revisions and transfers Wee 1.4 15.1 82.0 338.8 (95.2) 100.2 47.4 
Production (76.7) (123.6) (181.0) (237.1) (236.9) (240.2) (273.6) (330.4) 


Closing balance 734.7 1,267.9 1PS524i 1,901.8 2,301.8 2,663.5 2,834.4 3,221.0 
BOE! (mmbbls) 


Opening balance 163.7 163.0 306.3 476.5 485.0 609.5 744.2 888.8 
Discoveries, additions and extensions 17.0 31.9 39.8 47.9 Viel, 136.6 102.4 93.3 
Drilling revisions and transfers = = = = = = 46.8 18.7 
Net purchase and sales (3.7) 142.3 163.9 Da 41.3 77.3 58.7 172.8 
Non-drilling revisions and transfers 48 (0.1) 14.8 25.0 80.2 74 34.9 32.2 
Production (18.8) (30.8) (48.3) (66.9) (74.7) (86.6) (98.2) (111.8) 


Closing balance 163.0 306.3 476.5 485.0 609.5 744.2 888.8 1,094.0 


1 Six mcf of natural gas equals one boe; boe calculations do not include Sulphur or Synthetic Oil. 


1999 Landholdings 
Developed Undeveloped Total 

(thousands of acres) Gross Net Gross Net Gross Net 
Canada 

Western Canada 2,354.4 1,100.9 5,858.0 3,598.1 8,212.4 4,699.0 

Oil Sands eZ 1.0 yal 29.4 162.3 30.4 

Total Western Canada 2,359.6 1,101.9 6,015.1 3,627.5 8,374.7 4,729.4 

Ontario 486.6 319.3 826.3 567.6 1,312.9 886.9 

Other 0.7 = 3,076.9 332.7 3,077.6 332.7 
Total Canada 2,846.9 1,421.2 9,918.3 4,527.8 12,765.2 5,949.0 
North Sea 176.6 65.8 2,490.4 873.1 2,667.0 938.9 
Indonesia 291.7 128.0 1,937.3 1,551.8 2,229.0 1,679.8 
Sudan 129.9 32.5 11,956.5 2,989.1 12,086.4 3,021.6 
Other! 65.6 1.33 1,356.6 652.7 1,422.2 654.0 
Total International 663.8 227.6 17,740.8 6,066.7 18,404.6 6,294.3 
Total Boles 1,648.8 27,659.1 10,594.5 31,169.8 12,243.3 


1 Includes Algeria, Trinidad and US. 
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Production Average working Production 
Oil and Liquids (bbls/d) interest (%) 1999 1998 1997 
Canada Carlyle 80 9,185 11,618 13,227 
Chauvin 98 9,706 8,715 7,130 
Warburg 80 3,114 3,695 3,495 
Shaunavon 70 3,403 3,657 3,600 
Greater Arch Til 4,047 3,483 2,811 
Edson Vs 1,192 1,084 1,148 
Northern Plains 58 3,453 3,196 1,776 
Syncrude {25 2,765 2,664 2,536 
Other 17,596 19,473 15,494 
Rigel and Highridge 1.2 80-85 4,028 - - 
Total3 58,489 57,585 SAW 
North Sea Clyde 82 10,880 9,300 7,952 
Orion 88 2,565 - ~ 
Buchan 86 5,422 6,234 6,864 
Ross 52 7,765 - - 
Beatrice 100 4,333 58h 7,746 
Brae Area 13-20 12,286 15,350 14,036 
Blenheim and Bladon 68-100 5,153 8,913 4212 
MacCulloch 20 1,726 = = 
Wytch Farm 5 4,331 5,361 5,126 
Other 3 4,794 4,791 4,566 
Total 59,255 57,480 50,502 
Indonesia Ogan Komering 1004 12,025 15,602 16,513 
Tanjung Raya 100 7,803 7,258 Sails 
Corridor Technical Assistance Contract 40 4,825 4,952 4,856 
Corridor Production Sharing Contract 36 2,669 2,565 2,453 
Jambi 40 1,529 1,307 1,323 
Total 28,851 31,684 28,458 
Sudan 25 11,726 - - 
Natural Gas (mmct/d) 
Canada Monkman 72 106.5 111.6 116.9 
Greater Arch 69 99.2 97.4 85.2 
Lac La Biche 82 81.1 82.5 76.8 
Edson 15 74.7 64.1 66.2 
West Whitecourt 74 30.7 23.3 Si 
Northern Plains 58 38.0 42.0 28.4 
Foothills 85 67.1 Bel, Wi 
Ontario 64 19.0 18.9 Be, 
Other 2207) 155.3 156.2 
Rigel/Highridge '.2 40-70 42.1 - - 
Total 681.1 630.8 557.8 
North Sea Brae Area 13-14 63.4 59.9 56.4 
Netherlands 10-27 21.8 222 23.3 
Trent and Tyne 20 22.7 17.8 17.0 
Other 3-5 7.0 Sui 3.5 
Total 114.9 103.6 100.2 
Indonesia Corridor Production Sharing Contract 36 108.2 13.4 = 


BWN = 


Reflects production from the acquisition date divided by 365 days. 
Highridge production subsequent to September 30, 1999 is included in the appropriate areas, mostly West Whitecourt. 
In Canada, Talisman’s average crude oil gravity is 36° and the Company operates approximately 78% of its production. 
Average working interest will be 50% commencing January 1, 2000. 


TALISMAN ENERGY 
Five Year Finding and Development Costs 
1995 1996 1997 1998 1999 3-year 5-year 
Proved Reserves Additions ' 
Canada (mmboe) 53.0 60.8 70.7 70.4 55.1 196.2 310.0 
International (mmboe) 19.8 97.7 73.3 (US 7/ 89.1 276.1 393.6 
Total 72.8 158.5 144.0 184.1 144.2 472.3 703.6 
Proved Net Acquisitions 2 
Canada (mmboe) 2 (0.9) 70.6 (12.4) 95.2 i53%3 155.0 
International (mmboe) - 42.2 6.7 TAWA 77.6 155.4 197.6 
Total A 41.3 ies 58.7 172.8 308.8 352.6 
Capital Spending (millions of dollars )3 
Exploration and Development 
Canada 229% BM lee 397.1 381.3 300.5 1,078.9 1,619.5 
International 129.7 ZS 498.7 670.7 621.1 1,790.5 ABO 
Total Company 359.2 526./ 895.8 1,052.0 921.6 2,869.4 3/57. 
Net acquisitions and divestitures 4 Ths 505.9 679.0 214.1 1,581.5 2,474.6 2,987.6 
Total Capital 366.3 1,032.6 1,574.8 1,266.1 2,503.1 5,344.0 6,742.9 
Proved F&D Cost ($/boe) 
Canada 4,33 Dal 5.62 5.41 5.45 5.50 Sy? 
International 6.54 2.21 6.80 5.90 6.97 6.48 5.43 
Total 4.93 327 6.22 Dae 6.39 6.07 5.34 
Proved + 1/2 Probable F&D Cost ($/boe) 
Canada 4.33 5D 5.30 5.82 4.65 5.26 5.16 
International 9.95 2.56 8.66 6.10 6.14 6.66 5.84 
Total 5.44 Se/D 6.76 6.00 5.56 6.06 5.52 
Proved FD&A Cost ($/boe) 
Canada 4.02 5.03 7.27 5.78 8.35 7.49 6.75 
International 7.23 28 6.86 5.03 7.49 6.32 6.09 
Total 4.86 Dll 7 ea 5.21 7.90 6.84 6.38 
Proved + 1/2 Probable FD&A Cost ($/boe) 
Canada 3.83 Dull 5.83 5.88 6.45 Gri? elf 
International 10.99 5.48 VAS 4.45 6.38 one: 5.56 
Total 5.14 4.73 6.37 4.76 6.42 O92 5.65 
Six mcf of natural gas equals one boe. 
1 Proved discoveries and revisions only, excluding acquisitions, conventional oil only. 
2 Reserve purchases less dispositions, includes asset sales, dispositions, swaps and corporate acquisitions. 
3 Exploration and development spending excludes indirect exploration expenses, Syncrude, enhanced oil recovery, Chauvin pipeline and capitalized interest. 
4 Corporate and property acquisitions less dispositions. 
1999 Drilling Summary Exploration Development Total 
Oil Gas Dry Total Oil Gas Dry Total Oil Gas Dry Total 
Canada Gross 10.0 38.0 20.0 68.0 78.0 140.0 11.0 229.0 88.0 178.0 31.0 297.0 
Net Is. 2S 145 43.6 Be Sil Camm Zaal Gay TAS WE loa 
North Sea Gross 1.0 = 2.0 3.0 18.0 5.0 = 23.0 19.0 5.0 2.0 26.0 
Net 0.5 = eg 2.4 5.3 0.4 = y// 5.8 0.4 1.9 8.1 
Indonesia Gross = 2.0 1.0 3.0 PAA) = 30) = Ae 21.0 2.0 6.0 29.0 
Net = 0.7 1.0 ile) lel! = Sal 14.2 11.1 0.7 4.1 (se) 
Sudan Gross 23.0 — 40 27.0 16.0 = = 16.0 39.0 = 40 43.0 
Net 5.8 = is 71 4.0 = — 4.0 9.8 = ile 11.1 
Other | Gross 4.0 1.0 2.0 7.0 6.0 = = 6.0 10.0 1.0 2.0 13.0 
Net 1.4 0.3 0.9 2.6 0.1 = = 0.1 es 0.3 0.9 Deh 
Total Gross 38.0 41.0 29.0 108.0 139.0 145.0 16.0 300.0 177.0 186.0 45.0 408.0 
Net 5 ¢Z eee 22,0 19.6 57.4 Ov/aae Oneal eS 4a P38) OP Bile Zs 


eee ed 


Water injection, source and disposal wells are not included. 
1 Includes Algeria and Trinidad. 
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1999 1998 1997 1996 1995 

Daily Average Production (gross bbls/d except as noted) 
Crude oil 

Canada 44,806 45,103 40,627 34,169 31,019 

North Sea 57,267 54,988 48,065 30,675 16,987 

Indonesia 28,286 31,684 28,458 22,621 18,121 

Sudan 11,726 - = - - 
Natural gas liquids 

Canada 10,918 9,818 8,054 7,598 7,097 

North Sea 1,989 2,492 2,437 2,363 Sh 

Indonesia 566 = = = = 
Synthetic oil (Canada) 2,765 2,664 2,536 2,534 2SviT] 
Total oil and liquids 158,323 146,749 130,177 99,960 77,542 
Natural gas (mmcf/d) 

Canada 681 631 558 557 581 

North Sea 115 104 100 90 69 

Indonesia 108 13 - = oe 
Total natural gas 904 748 658 647 650 
Total (mboe/d) 309 271 240 208 186 
Average Unit Prices ($/bbl except as noted) 
Crude oil 

Canada $22.72 $15.38 $21.89 $24.57 $21.16 

North Sea 27.26 18.28 25.56 27.76 23.63 

Indonesia 24.78 17.61 25.62 27.22 23./6 

Sudan 31.24 = - - - 
Natural gas liquids 

Canada 19.84 15.07 22.39 21.13 18.04 

North Sea 18.42 15.22 24.19 21.41 18.90 

Indonesia 26.70 = = = = 
Synthetic oil (Canada) 28.01 20.53 27.78 29.09 23.81 
Total oil and liquids $25.21 $17.02 $24.25 $25.93 $22.06 
Natural gas ($/mcf) 

Canada $ 2.45 $ 2.03 $ 1.98 Salat $° 137 

North Sea 3.06 3.93 3.89 33) 3.63 

Indonesia 3.09 1.65 — = = 
Total natural gas $ 2.60 $ 2.28 So 2127 $ 1.94 $ 1.61 
Total ($/boe) $20.55 $15.49 $19.40 $18.53 $14.82 
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Five Year Financial Summary 


Years ended December 31 


(millions of Canadian dollars unless otherwise stated) 1999 1998 1997 1996 1995 
Balance Sheets 
Current assets $ 730.1 5 Dla $ 470.7 SS BOM 7 $ 255.8 
Other assets 105.6 188.7 119.2 63.1 51.0 
Property, plant and equipment 6,983.0 4,996.8 4,441.0 3,332.6 2/133.) 
Total assets $7,818.7 $5,457.2 $5,030.9 $3,757.4 $3,040.3 
Current liabilities $1,060.2 $576.2 $497.3 $337.7 $224.9 
Deferred credits and other liabilities 978.3 596.3 608.2 427.0 283.1 
Long-term debt 2,157.2 2,070.7 1,738.8 898.7 906.0 
Shareholders’ equity 3,623.0 2,214.0 2,186.6 2,094.0 1,626.3 
Total liabilities and shareholders’ equity $7,818.7 $5,457.2 $5,030.9 $3,757.4 $3,040.3 
Results of Operations 
Revenue $1,974.8 $1,370.7 $1,430.0 $1,212.8 $ 899.2 
Expenses 1,609.3 1,683.0 2227 947.8 803.1 
Income (loss) before taxes 365.5 (312.3) 207.3 265.0 96.1 
Taxes (recovery) 188.7 (53.5) 130.2 170.1 61.3 
Net income (loss) from continuing operations 176.8 (258.8) Ta 94.9 34.8 
Discontinued mining operations = = = = Bui 
Net income (loss) 176.8 (258.8) iia 94.9 40.5 . 
Preferred security charges, net of tax 13.3 ~ - - = 
Net income (loss) available to common shareholders $ 163.5 $ (258.8) Samii $ 94.9 $ 40.5 
Cash flow $1,110.8 $ 631.1 $ 797.4 $ 697.4 $ 502.3 
Capital expenditures 1,559.4 1,288.8 1,088.5 783.1 488.7 


Per common share (Canadian dollars) 
Net income (loss) available to common shareholders $ 1.31 $ (2.31) $ 0.70 $ 0.91 Sy O20 
Cash flow 8.91 5.64 7.29 6.71 Sell 
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Selected Quarterly Financial Data (unaudited) 


Three months ended 


(millions of Canadian dollars unless otherwise stated) Total Year Dec 31 Sep 30 Jun 30 Mar 31 
1999 Total revenue $1,974.8 $ 701.7 $ 498.2 $ 415.6 $ 359.3 
Net income 176.8 92.2 60.2 20.4 4.0 
Net income available to common shareholders 163.5 86.6 55.6 17.3 4.0 
Cash flow 1,110.8 418.9 280.8 225.5 185.6 
Per common share (Canadian dollars) 
Net income available to common shareholders 1.31 0.63 0.45 0.15 0.03 
Cash flow 8.91 3.03 2.30 1.89 1.56 
Daily average production 
Oil and liquids (bbls/d) 158,323 200,347 149,261 142,045 141,086 
Natural gas (mmecf/d) 904 1,013 844 862 898 
Total (mboe/d) 309 369 290 286 291 
1998 Total revenue $ 1,370.7 $ 364.5 $ 326.8 $ 326.8 $ 352.6 
Net income (loss) (258.8) (233.8) (32.8) 1.9 5.9 
Cash flow 631.1 200.2 126.1 139.7 165.1 
Per common share (Canadian dollars) 
Net income (loss) available to common shareholders (2.31) (1.98) (0.30) 0.02 0.05 
Cash flow 5.64 1.69 1.15 27! 1.51 
Daily average production 
Oil and liquids (bbls/d) 146,749 141,510 146,829 145,719 153,062 
Natural gas (mmctf/d) 748 835 687 707 762 
Total (mboe/d) 271 281 261 264 280 


Consolidated Financial Ratios 


The following financial ratios are provided in connection with the Company's continuous offering of medium term notes pursuant to 
the short form prospectus dated May 1, 1998 and a prospectus supplement dated May 8, 1998. 


The asset coverage ratios are calculated as at December 31, 1999. The interest coverage ratios are for the 12-month period then ended. 


1999 
Interest coverage (times) 
Income 2.821 
Cash flow 7.952 
Asset coverage (times) 
Before deduction of deferred income taxes and deferred credits 3.133 
After deduction of deferred income taxes and deferred credits 2.684 


Total assets minus current liabilities; divided by long-term debt. 


iss (5 1S) SS 


Net income plus income taxes and interest expense; divided by the sum of interest expense and capitalized interest. 
Cash flow plus current income taxes and interest expense; divided by the sum of interest expense and capitalized interest. 


Total assets minus current liabilities and long-term liabilities excluding long-term debt; divided by long-term debt. 
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Mi Investor Information 


Share Capital Stock Exchange Listings 
Common Shares Common Shares 
Montreal Trust Company of Canada, Symbol: TLM 
Calgary, Toronto, Montreal, Vancouver Canada: The Toronto Stock Exchange 
Co-transfer agent: The Bank of Nova Scotia Trust United States: New York Stock Exchange 
Company of New York aoe 
Authorized: unlimited number of common BOOS STS 
ere Symbol: TLM PrA, TLM PrB 
shares and unlimited number of 
first and second preferred shares United States New York Stock Exchange 
Issued: 138,346,297 common shares Public Debt 


Preferred Securities 

Trustee: The Chase Manhattan Bank, New York 

Issued: TLM PrA 6,000,000 Preferred Securities 
each having a principal amount of US$25 
TLM PrB 6,000,000 Preferred Securities 
each having a principal amount of US$25 

Talisman’s Preferred Securities are rated as: 

CBRS — BBB (low); DBRS — Pfd-3 (high), Moody's — baa2; 

S&P — BBB- 


Trustee: Montreal Trust Company of Canada, Calgary 

7.125% (US$) unsecured debentures 

9.80% unsecured debentures, Series B 

7.25% (US$) unsecured debentures 

9.66% unsecured medium term notes 

5.70% unsecured medium term notes 

Talisman’s public long-term debt is rated as: 

CBRS —A (low); DBRS — BBB (high); Moody's — Baa1; S&P — BBB+ 
Talisman's commercial paper is rated as: 

Share Price Performance CBRS —A-1 (low); DBRS — R-2 (high); Moody's — P-2; S&P —A-2 


Weekly Closing Price — January 1995 to December 1999: Private Debt 


60 | C$/Share f 
6.71% (US$) unsecured notes, Series A 


6.96% (US$) unsecured notes 


45 6.89% (US$) unsecured notes, Series B 
Talisman’s private long-term debt is rated as: 
30! CBRS —A (low); DBRS — BBB (high); Moody's — Baa1; S&P — BBB+ 


Dividend Policy 


The Company has not paid dividends since 1991 in order to 
1995 | 1996 | 1997 | 1998 | 1999 | retain funds for reinvestment in the Company's operations. 


Market Information 


Common Shares 1999 1998 1997. 
TSE NYSE TSE NYSE TSE NYSE 
(C$) (US$) (C$) (US$) (3) (Sh) 
Share Price High 49.15 32.56 45.60 32.1875 55.25 37.125 
(dollars) Low 22.10 15.67 22.50 14.6250 37.05 28.750 
Close 36.90 25.92 26.95 17.5000 43.75 30.375 
Shares Traded First quarter 38.3 28.7 29.3 
(millions) Second quarter 30.1 225 18.8 
Third quarter 48.5 30.3 20.9 
Fourth quarter 33.4 37.7 25.8 
Year 150.3 0.9 119.2 94.8 
Year end shares outstanding (millions) 138.3 118.9 109.6 
Weighted average shares outstanding (millions) 124.6 111.9 109.4 


Stock options outstanding at year end (millions) 7.2 5.9 5.0 
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@ Directors and Executive 


Board of Directors 


Peter N.T. Widdrington 13.5 
London, Ontario 
Chairman, Talisman Energy Inc. 


Donald J. Anderson 1.2 
Calgary, Alberta 
President, Glassell Ventures Inc. 


Robert A. Bandeen, 0.C. 3.5 
Toronto, Ontario 

Chairman and President, 
Cluny Corporation 


James W. Buckee 1.4.6 
Calgary, Alberta 

President and Chief Executive 
Officer, Talisman Energy Inc. 


Paul J. Hoenmans 3.4 
Aspen, Colorado 
Corporate Director 


Dale G. Parker 2.5 
Vancouver, British Columbia 
Public Administration and 
Financial Institution Advisor 


Corporate Information 


David E. Powell 2.4.6 

Calgary, Alberta 

Chairman of the Board, Petroleum 
Industry Training Service 


Stella M. Thompson 3.4,5.6 
Calgary, Alberta 

Principal, Governance West Inc. 
President, Stellar Energy Ltd. 


Margaret M. Kent! 

Medina, Washington 

Chairman and Chief Executive Officer 
Eden Roc Mineral Corp. 


| ember of Executive Committee 

2 ember of Audit Committee 

3. Member of Management Succession 
and Compensation Committee 

4 ember of Pension Funds Committee 
5 Member of Governance and 
Nominating Committee 

6 Member of Year 2000 Committee 


Executive Office 


Talisman Energy Inc. 

3400, 888 - 3 Street S.W. 

Calgary, Alberta, Canada T2P 5C5 
Telephone: (403) 237-1234 
Facsimile: (403) 237-1902 

E-mail: tlm@talisman-energy.com 
Website: www.talisman-energy.com 


Investor Relations Contacts 


M. Jacqueline Sheppard 
Vice-President, Legal and Corporate 
Projects, and Corporate Secretary 
(403) 237-1183 


David Mann 

Manager, Investor Relations 
and Corporate Communications 
(403) 237-1196 


Selected Field Offices 


Talisman House 

1 Berry Street 

Aberdeen AB1 1DL, Scotland 
Telephone: (1224) 413-200 
Facsimile: (1224) 413-400 


Setiabudi Atrium Office, 
Suite 410, 4th floor 

J|. H.R. Rasuna Said Kav.62 
Jakarta, 12920, Indonesia 
Telephone: (021) 521-0650 
Facsimile: (021) 521-0660 


Street 15, House 35, Plot 12 
New Extension 

Khartoum, Sudan 

Telephone: (249) 11 472-890 
Facsimile: (249) 11 471-781 


Executive 


James W. Buckee 
President and Chief Executive Officer 


Edward W. Bogle 
Vice-President, Exploration 


T. Nigel D. Hares 
Vice-President, Frontier and 
International Operations 


Joseph E. Horler 
Vice-President, Marketing 


Michael D. McDonald 
Vice-President, Business Development 


Robert W. Mitchell 
Vice-President, Canadian Operations 


Robert M. Redgate 
Vice-President, Human Resources 
and Corporate Services 


M. Jacqueline Sheppard 
Vice-President, Legal and Corporate 
Projects, and Corporate Secretary 


Bruce G. Waterman 
Vice-President, Finance and Chief 
Financial Officer 


Annual Meeting 


The annual meeting of shareholders 
of Talisman Energy Inc. will be held 
at 11:00 a.m. on Wednesday, May 3, 
2000 in the Crystal Ballroom of the 
Palliser Hotel, 133 - 9th Avenue S.W., 
Calgary, Alberta. Shareholders are 
encouraged to attend the meeting, 
but those who are unable to do so 
are requested to sign and return the 
form of proxy mailed with this report. 


TALISMAN 


ECNGESRAGEY, 


Abbreviations 
API American Petroleum Institute mgj/d thousand gigajoules per day 
Arakis Arakis Energy Corporation mm$ millions of dollars 
bbls barrels mmbbls million barrels 
bbls/d barrels per day mmboe million barrels of oil equivalent 
bef billion cubic feet mmcf million cubic feet 
boe barrels of oil equivalent mmct/d million cubic feet per day 
Bow Valley Bow Valley Energy Inc. Moody's Moody's Investor Service 
C$ Canadian dollars NYMEX New York Mercantile Exchange 
CAPP Canadian Association of OPEC Organization of Petroleum 
Petroleum Producers Exporting Countries 
CBRS Canadian Bond Rating Service Pembina Pembina Resources Limited 
DBRS Dominion Bond Rating Service Rigel Rigel Energy Corporation 
EBITDAX Earnings before interest, preferred security S&P Standard & Poor's Ratings Group 
charges, income taxes, depreciation, depletion UK United Kingdom 
and amortization, impairment writedowns, US United States of America 
exploration and dry hole expense WTI West Texas Intermediate 
Encor Encor Inc. C : A eannval Fact 
FPSO Floating, Production, Storage ee i acute au eee 
and Offloading Imperial Metric 
Goal Goal Petroleum plc 1 ton = 0.907 tonnes 
Highridge Highridge Exploration Ltd. 1 acre = 0.40 hectares 
LPG liquid petroleum gas 1 barrel = 0.159 cubic metres 
LIBOR London Interbank Offered Rate 1 cubic foot = 0.0282 cubic metres 
liquids natural gas liquids Barrels of oil equivalent have been calculated on the 
mcf thousand cubic feet basis of 6 mcf of natural gas equals 1 boe 


Forward-Looking Statements 


This Annual Report contains statements that 
constitute “forward-looking statements” 
within the meaning of the U.S. Private 
Securities Litigation Reform Act of 1995. Such 
statements are included throughout this 
Annual Report, including, among other 
places, under the “Management's Discussion 
and Analysis” section and in the descriptions 
of the Company's worldwide properties. 
These statements include, among others, 
statements regarding outlook on oil and gas 
prices, estimates of future production, 
business plans for drilling and exploration, 
the estimated amounts and timing of capital 
expenditures, anticipated future debt levels 
and royalty rates, or other expectations, 
beliefs, plans, objectives, assumptions or 
statements about future events or 
performance (often, but not always, using 
words or phrases such as “expects” or “does 
not expect”, “is expected”, “anticipates” or 
“does not anticipate”, “plans”, “estimated” 
or "intends", or stating that certain actions, 
events or results “may”, “could”, “would”, 
“might” or “will” be taken, occur or be 
achieved). Statements concerning oil and gas 
reserves contained in this Annual Report or in 
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the annual consolidated financial statements 
for the year ended December 31, 1999 and 
elsewhere may also be deemed to be 
forward-looking statements as they involve 
the implied assessment, based on certain 
estimates and assumptions, that the 
resources described can be profitably 
produced in the future. Forward-looking 
statements are based on current 
expectations, estimates and projections that 
involve a number of risks and uncertainties 
which could cause actual results to differ 
materially from those anticipated by the 
Company. These risks include, but are not 
limited to: the risks of the oil and gas industry 
(for example, operational risks in exploring 
for, developing and producing crude oil and 
natural gas; risks and uncertainties involving 
geology of oil and gas deposits; the 
uncertainty of reserve estimates; the 
uncertainty of estimates and projections 
relating to production, costs and expenses; 
potential delays or changes in plans with 
respect to exploration or development 
projects or capital expenditures; and health, 
safety and environmental risks); risks in 
conducting foreign operations (for example, 


political and fiscal instability or the possibility 
of civil unrest or military action in countries 
such as Indonesia, Sudan or Algeria); the 
effect of United States sanctions against 
Sudan; fluctuations in oil and gas prices and 
foreign currency exchange rates; and the 
possibility that government policies may 
change or governmental approvals may be 
delayed or withheld. Additional information 
on these and other factors which could affect 
the Company's operations or financial results 
are included in the Annual Report under the 
headings “Management's Discussion and 
Analysis — Liquidity and Capital Resources’, 
"— Risks and Uncertainties” and "— Outlook” 
and elsewhere, and in the Company's other 
reports on file with Canadian securities 
regulatory authorities and the United States 
Securities and Exchange Commission. 
Forward-looking statements are based on the 
estimates and opinions of the Company's 
management at the time the statements are 
made. The Company assumes no obligation 
to update forward-looking statements should 
circumstances or management's estimates 

or opinions change. 
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EXCHANGE RATE INFORMATION 


Talisman Energy Inc. reports its consolidated financial statements in Canadian dollars. All dollar 


amounts are stated in Canadian dollars, except where otherwise indicated. 


The following table sets forth exchange rates in effect at the end of each of the periods indicated and the high, the low 


and the average rates for each of such periods for Canadian dollars expressed in United States dollars based on the noon 


buying rate in New York City for cable transfers in Canadian dollars as certified for customs purposes by the Federal 


Reserve Bank of New York (the "noon buying rate"). 


High 

Low 
Average! 
Period End 


Notes: 


Year Ended December 31 
1997 1998 1999 
0.7487 0.7105 0.6925 
0.6945 0.6341 0.6535 
0.7197 0.6714 0.6744 
0.6999 0.6504 0.6925 


Y 


1 = The average of the exchange rates on the last day of each month during the applicable period. 
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ABBREVIATIONS 


Alberta Business Corporations Act 

Talisman's 1999 Annual Report 

Arakis Energy Corporation 

ARCO British Limited 

barrels 

barrels per day 
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ITEM 1 - INCORPORATION 


Talisman Energy Inc. ("Talisman" or the "Company") is incorporated under the Canada Business Corporations 
Act (the "CBCA"). Previously known as BP Canada Inc., the Company amended its articles on 

December 31, 1992 to change its name to Talisman Energy Inc. Other amendments made at that time included 
an increase in the minimum number of directors and the amendment of its authorized share capital to include 
an unlimited number of common shares and an unlimited number of first and second preferred shares. On 
January 1, 1993, Talisman amalgamated with BP Resources Canada Limited, a subsidiary of BP Canada Inc., 


and continued under the Talisman name. 


On May 21, 19938, the Company, through a wholly-owned subsidiary, acquired all of the issued and outstanding 
shares of Encor Inc. ("Encor"). Through a series of transactions, the Company became the successor to Encor by 
amalgamation, effective May 21, 1993. 


Pursuant to a plan of arrangement and other transactions that became effective on August 11, 1994, the 
Company acquired 100% of the outstanding common and preferred shares of Bow Valley Energy Inc. 
("Bow Valley"). On October 1, 1995, Bow Valley was amalgamated with Talisman. 


On January 11, 1996, Talisman Energy (UK) Limited, a wholly-owned subsidiary of the Company, completed the 
acquisition of all of the issued shares of Goal Petroleum ple ("Goal"). On April 17, 1996, Goal's name was 
changed to Talisman North Sea Limited. 


On October 21, 1997, Talisman completed the purchase from Loram Corporation of all of the issued and 
outstanding shares of Pembina Resources Limited ("Pembina"). On November 1, 1997, Pembina was 
amalgamated with Talisman. Subsequently, on March 1, 1998, Pembina Exploration Limited and Pembina 
Energy Inc., two wholly-owned subsidiaries of Talisman, amalgamated with Talisman. 


On October 8, 1998, Talisman, through a wholly-owned subsidiary, acquired all the issued and outstanding 
shares of Arakis Energy Corporation ("Arakis"). In connection with that acquisition, a wholly-owned subsidiary 
was amalgamated with Talisman on October 15, 1998. 


In July 1999, Talisman acquired approximately 96% of the issued and outstanding shares of Highridge 
Exploration Ltd. ("Highridge"). Talisman subsequently acquired the remaining shares of Highridge pursuant to 
the compulsory acquisition provisions of the Alberta Business Corporations Act ("ABCA"). Under the terms of 
the transaction, Highridge shareholders were issued 0.11 of a Talisman common share for each common share 
of Highridge, with a total of approximately 1.6 million Talisman common shares issued. 


On September 23, 1999, Talisman acquired over 95% of the issued and outstanding shares of Rigel Energy 
Corporation ("Rigel"). Talisman subsequently acquired the remaining shares of Rigel pursuant to the 
compulsory acquisition provisions of the ABCA. Under the terms of the transaction, Rigel shareholders were 
issued 0.30 of a Talisman common share and $1.00 cash for each common share of Rigel, with a total of 


approximately 17.1 million Talisman common shares issued. 
On October 15, 1999, Rigel and Highridge amalgamated with Talisman. 


The Company's registered and principal office is located at Suite 3400, 888 - 3rd Street S.W., Calgary, 
Alberta T2P 5C5. 


MATERIAL OPERATING SUBSIDIARIES 


The following table sets forth the material operating subsidiaries owned by Talisman, their jurisdiction of 
incorporation, and the percentage of voting securities directly or indirectly held by Talisman. None of the 


following subsidiaries has a class of non-voting securities. 


Per Cent of Voting Securities 


Subsidiary Incorporation Directly or Indirectly Held by Talisman 
Talisman Energy (UK) Limited England 100% 
Talisman North Sea Limited England 100% 
Talisman (Corridor) Ltd. Barbados 100% 


Talisman (Greater Nile) B.V. Netherlands 100% 


Unless the context indicates otherwise, a reference in this Annual Information Form to "Talisman" or the 
"Company" includes subsidiaries of Talisman. 


ITEM 2 - DEVELOPMENT OF THE BUSINESS 


Talisman is the largest Canadian-based independent oil and gas producer, based on production in 1999. 
Talisman's main business activities include exploration, development, production and marketing of crude oil, 
natural gas and natural gas liquids. The Company's core operating areas are Canada, the North Sea, Indonesia 
and Sudan. Each of Talisman's core operating areas has substantial exploration and development potential 
which the Company expects will provide future growth. The Company also pursues a select number of 
high-potential exploration projects in these core areas in addition to ventures in Algeria and Trinidad. 


CANADA 


During the past five years, the Company has explored for crude oil, natural gas and related products primarily in 
the Western Canada Basin, and to a lesser degree in Ontario and the East Coast offshore. The Company has 
achieved significant growth through property and corporate acquisitions, building upon the substantial portfolio 
of assets that it had previously gained through the acquisitions of Encor and Bow Valley. 


The 1997 acquisition of Pembina increased Talisman's holdings of producing properties in the Western Canada 
Basin, primarily at West Whitecourt, Chinchaga, Cranberry and Turner Valley, and added significant gas and oil 
producing properties in Ontario. The Pembina properties also included undeveloped land holdings, particularly 
in Ontario. In June 1998, Talisman sold its interest in all East Coast offshore properties to Husky Oil Limited. 


Talisman’s July 1999 acquisition of Highridge added to the Company’s exploration and development assets in 
the West Whitecourt region. Through the Rigel acquisition in September 1999, Talisman added production, 
undeveloped land and infrastructure in the Greater Arch, making Talisman a dominant player in that area. In 
addition, the Rigel acquisition provided Talisman with additional assets in the southern Foothills, northwestern 


Alberta and southeastern Saskatchewan. Operationally, all of these assets are adjacent to Talisman properties. 


INTERNATIONAL 


During the last five years the Company has acquired exploration interests in a variety of international areas 
including the Continental US (Nevada and Montana), Trinidad and Sudan. During this period Talisman sold or 
relinquished its non-strategic assets in Australia, Cuba, New Zealand and Peru. 


Building upon the North Sea assets obtained in the 1994 acquisition of Bow Valley, in the past five years 
Talisman has continued its strategy for growth in the North Sea through a series of acquisitions and asset 
exchanges. In 1996, the Company acquired Goal, which was an independent UK exploration and production 
company with an extensive portfolio of assets, mainly in the central and southern North Sea. These assets 
complemented Talisman's other holdings and have increased the Company's presence. In the same year, the 
Company completed the acquisition of interests in and became operator of three producing fields in the Central 
North Sea: Beatrice, Buchan and Clyde. Also in 1996, Talisman acquired operatorship and approximately 52% 
of the then undeveloped Ross field, achieving first oil in April 1999. In February 1998 Talisman assumed 
operatorship of the Orion field, which has been tied-back to the Clyde platform, and brought Orion onto 
production in September 1999. Talisman’s acquisition of Rigel added further properties in the Company’s core 
Central North Sea area including an interest in the Blake field, in which Talisman now has a 53.6% interest. 
The Blake field is currently undeveloped but has received Government approval for development and Talisman 
expects it to be tied-back to the Ross floating production vessel in the second half of 2001. 


In December 1999, Talisman subsidiaries entered into agreements with each of Elf Exploration UK PLC ("Elf") 
and ARCO British Limited ("ARCO") relating to a series of asset transactions in the Central North Sea, with an 
effective date of December 31, 1999. In January 2000, a Talisman subsidiary entered into an agreement with 
Texaco Britain Limited ("Texaco") relating to a similar series of asset transactions, with an effective date for 
financial reporting purposes of February 1, 2000. The completion of all of the transactions is subject only to 
regulatory approvals, which Talisman expects will be obtained, and closing of the transactions is scheduled to 
occur in May 2000. These transactions encompass a number of asset exchanges, purchases and dispositions and 
include the acquisition by Talisman of interests in the Claymore, Piper, Saltire, Chanter, Iona and Scapa 
producing fields, as well as the Flotta terminal, related pipelines and undeveloped acreage (collectively referred 
to as the "Fourth Round Assets"). Talisman will become operator of these fields. Talisman expects to add 
approximately 43,000 barrels per day ("bbls/d") of oil and natural gas liquids production (net of planned non-core 
asset dispositions) from these transactions in 2000. The acquisition cost net of expected disposition proceeds is 
approximately $583 million. Talisman estimates the net additional reserves of oil and natural gas liquids from 
these transactions to be 110 million barrels of proved reserves and 40 million barrels of probable reserves (gross 


before royalty). 


Since entering Indonesia in 1994 with the acquisition of Bow Valley, Indonesian production has increased from 
15,000 boe/d to 45,000 boe/d at the end of 1999 through drilling and enhanced oil recovery. Much of Talisman's 
Indonesian effort has been concentrated on the Corridor Production Sharing Contract ("PSC") area located in 
southern Sumatra, in which Talisman has a 36% interest. The Corridor gas project, which has been under 
development for several years, commenced gas deliveries to the Duri steamflood in October 1998. In addition, 
new natural gas discoveries at Suban and Rebonjaro, in the Corridor PSC area, were made in 1998 and a 
significant new discovery at Durian-Mabok, in the Suban field area, and a key appraisal well at Suban were 
made in 1999. The Corridor PSC co-venturers are negotiating with PT Caltex Pacific Indonesia for incremental 


gas sales to the Duri steamflood and associated power generation facilities. Also, a letter agreement was signed 
with PowerGas Ltd. of Singapore that Talisman expects will lead to additional gas sales from the Corridor PSC 
starting in 2002. 


Through its 1998 acquisition of Arakis, Talisman indirectly acquired a 25% interest in an oil exploration and 
development project in Sudan and thereby established Sudan as a new core international area. First oil sales 
commenced in September 1999 and by year end production rates were exceeding 160,000 bbls/d (40,000 bbls/d 
net to Talisman). 


Talisman has interests in two exploration blocks in Algeria, Blocks 215 and 405. Talisman, with its joint 
venture partners, conducted a drilling program on these properties over the past several years, resulting in 
several oil and gas discoveries. The Ourhoud field, formerly known as the Qoubba oilfield, is being developed 
and Talisman anticipates moving some of these discoveries to the development phase in 2000. 


Talisman participated in two exploration wells in Trinidad in 1999, resulting in one major gas discovery and one 
dry hole. An appraisal well of the Angostura discovery is scheduled for 2000. 


ITEM 3 - DESCRIPTION OF THE BUSINESS 


CANADA 


A key aspect of Talisman's domestic strategy is growing core operated properties, with the aim of increasing 
efficiency of exploitation and using local knowledge to explore in the vicinity. In the past several years, the 
Company has focused on divesting its non-strategic assets and acquiring producing properties complementary to 
existing core areas. Through a series of smaller acquisitions, Talisman has acquired important additional 
interests in the Alberta Foothills, Greater Arch, West Whitecourt and Edson regions, as well as in Carlyle and 
Chauvin, and disposed of a number of minor, primarily non-operated holdings. The Company has an active 
exploration and development program in its core areas with a focus on multizone plays and thrust and fold belts. 


The Foothills is one of Talisman's fastest growing areas. The Company achieved a production record in the area 
in 1999, with an 88% increase in production during the year. Talisman drilled 13 successful gas wells in 1999 at 
100% success rate, and a major gas pipeline was brought on stream, providing a key transportation link in the 
continued development of Talisman's land holdings in the Foothills. 


The Greater Arch area, which includes Teepee, Progress, Belloy, Knopcik, Sinclair and Pouce Coupe, is now 
Talisman’s largest natural gas producing area. The Rigel acquisition approximately doubled Talisman’s base 
production in the Greater Arch, and added land and infrastructure. Talisman is now one of the largest 
producers in this area, and continues its growth in the area with a significant exploration and production 
program. 


One of Talisman's largest natural gas properties is at Monkman in northeastern British Columbia. Production 
remained relatively stable in the area in 1999, due primarily to the commencement of production from two gas 
wells in the Highhat area. Talisman made a significant new gas discovery in the area in the fourth quarter of 
1999. Talisman also added additional compression in 1999, and additional working interest on selected acreage 
through a small acquisition. 


During 1999 the Company acquired a minority interest in Significant Discovery Licence 99 in the Ft. Liard area 
of the Northwest Territories, including the recently successful K-29 and M-25 wells. 


At Edson, in West Central Plains, the Company's Edson gas plant continues to process gas at significantly higher 
volumes, limited only by sulphur processing capacity. At Whitecourt, where Talisman is building a new core 
area, the Highridge acquisition added a number of medium-depth drilling prospects. Natural gas and liquids 
production continues in the Northern Plains region, and the Company added to its interests in the area through 
the Rigel acquisition. Natural gas exploration and development also continues in Lac La Biche and in the 

Deep Basin area through joint ventures with other companies. 


Chauvin has become Talisman's largest domestic oil producing property, resulting both from successful 
development activity and the acquisition of new producing properties in the area. Oil development also 
continues at Carlyle, Shaunavon, Warburg and Turner Valley, and at Norris/Redwater, which was acquired 
through Highridge. 


In addition to its activities in the Western Canada Basin, Talisman has natural gas development in the offshore 
area of Lake Erie in Ontario, as well as gas and oil exploration and development onshore. The Company 
achieved notable exploration and development success in the area in 1999, with nine successful oil wells and one 
gas well in the Trenton horizontal well program. 


Major Properties and Facilities - Canada 


The following table sets out significant properties and associated facilities located in Canada in which the 
Company has an interest. Information presented is at December 31, 1999. 


Average 

Area Name Working Interest! Major Facilities® 

Crude Oil - Operated 

Carlyle 80% 

Chauvin 98% e 100% interest in Chauvin Custom Treating Facility 
which processes approximately 2,500 bbls/d of 
Talisman and third-party emulsion 

e 100% interest in Chauvin pipeline which transports 

approximately 32,600 bbls/d of condensate blended 
crude to the Enbridge Inc. terminal at Hardisty, 
Alberta 

Greater Arch® 771% e 50% - 100% interests in Clairmont, Halfway A Unit, 
Manir Unit and Progress "O" & "P" Units 

Ontario 97% e 100% interest in Renwick and Hillman Central 
Facilities 

Shaunavon 70% 


Average 


Area Name Working Interest’ Major Facilities* 

Crude Oil - Operated 

Turner Valley 74% e 100% operated interest in the Turner Valley crude oil 
pipeline 


e 53% - 66% interest in the Quirk Creek connector and 
Turner Valley gas gathering system 


Warburg 80% e 100% interest in the Pembina Keystone gas plant 


Crude Oil - Non-Operated 

Syncrude 1.25% e Indirect 1.25% interest in the Syncrude oil sands 
mining, extraction and upgrading facility near Fort 
McMurray, Alberta 


West Pembina 22% 


Natural Gas - Operated 
Alberta Foothills 85% e 14.8% - 79% operated interest in the Lovett River 
and the Redcap Pipeline Phase 1 and 3 pipelines 

e 80% operated interest in the Cordel dehydration 


facility and associated pipelines 


Greater Arch® 69% e 6% - 100% operated interests in Belloy and Bear 
Canyon, Boundary Lake, George, Josephine, Silver 
Valley, Knopcik and Shane gas plants 
e 83% overall operated interest in Teepee Creek gas 
plant 


Lac La Biche 82% 


Monkman 72% e 54% - 73% operated interests in Bullmoose, 
Sukunka and West Sukunka dehydration plants and 
29% - 32% non-operated interests in Murray River 
and Brazion dehydration plants 


Northern Plains® 58% e 14% - 50% operated interests in Cranberry Lower 
Debolt, Hotchkiss and Cranberry Slave Point gas 
plants 


Ontario 64% e 64% - 100% operated interests in Morpeth Gas, Port 
Stanley, Port Alma, Port Maitland and Nauticoke gas 
plants 


Edson 75% e 50% - 100% operated interests in Edson, Medicine 
Lodge and Sundance gas plants 
e Various working interests in a large number of 
pipelines in the area 


West Whitecourt 74% e 55% - 100% operated interests in Heavysound, 
North McLeod, McLeod River and West Windfall gas 
gathering systems 


Average 


Area Name Working Interest! Major Facilities® 
Natural Gas - Non-Operated 
Alberta Foothills” 20% © 7.1% - 34.4% non-operated interests in Red Cap 


Phase 2, Imperial Voyager, Stolberg and Brown 
Creek pipelines 

e 20% in the Stolberg Unit infrastructure and 5.7% in 
the Strachan gas plant 

e 33.3% non-operated interest in the Moose Mountain 
oil production facilities 


Greater Arch® 35% e 2% - 50% non-operated interest in Cecil, Progress 
(UPR), Saddle Hills, Dunvegan, Boundary Lake 
(Star), Boundary Lake Ontario (Imperial), Goodfare, 
Bonanza, Knopcik (UPR), Progress (Suncor), West 
Sexsmith (AEC), Valhalla, Wembley gas plants 


Elmworth/W apiti 6% ° 2% - 8% interest in South Wapiti gas plant and the 
Wapiti deep cut gas plant 

Kaybob/Bigstone 14% e 12% interest in Kaybob South amalgamated gas 
plant and 8% interest in Bigstone Dunvegan gas 
plant 

Northern Plains 14% 

West Pembina 18% e 5% - 15% interests in Brazeau River complex, West 


Pembina 6-28 gas plant and West Pembina facility 


West Whitecourt 11% e 10% interest in West Whitecourt gas plant 
e 10% non-operated interest in West Fox Creek gas 


plant 


Notes: 

1 Indicates Talisman's average working interest in its operated and non-operated producing fields. 

2 "Major Facilities" includes only significant processing facilities and pipelines associated with the area. In addition to the 
facilities listed, Talisman owns a 5.8% interest in a 600 mmef/d Wolcott Empress Gas Liquids Straddle Plant which extracts 
natural gas liquids. 

3 Average working interest in the Alberta Foothills, Greater Arch and Northern Plains areas has decreased slightly due to the 
Rigel asset acquisition. 


INTERNATIONAL 


Talisman's international strategy is concentrated on exploiting opportunities in sedimentary basins which have 
a proven hydrocarbon system and are less mature than Western Canada. While emphasizing development 
spending, the Company is exploring in its core producing areas of the North Sea, Indonesia and Sudan. In 
addition, the Company has an active exploration program in Trinidad and Algeria. Approval of the initial 


development in Algeria is scheduled for 2000. 


North Sea 


Talisman's North Sea assets, which are held principally by Talisman Energy (UK) Limited, include producing 
fields and exploration acreage in several areas of the central and southern North Sea. In the North Sea, 


Talisman concentrates on development of core areas adjacent to infrastructure and is attaining operatorship, 
which provides control over costs and timing. At the end of 1999, Talisman operated over 50% of its North Sea 
production and following the planned completion of the Fourth Round Assets transactions in 2000 this 


percentage will rise to over 70%. 


Talisman assumed operatorship of the Ross field in the Central North Sea in 1996, and received approval for 
field development in 1997. Ross came onstream in April 1999. Talisman expects that the adjacent Blake field, in 
which Talisman has a 53.6% interest, will be tied into the Ross field Floating, Production, Storage and 
Offloading system ("FPSO") in 2001. Talisman anticipates that joint development of the two fields will result in 
significant unit operating cost reductions and incremental reserves for both fields. Talisman expects production 
from Blake to begin in the second half of 2001. 


Within the Beatrice core area a radical change in operating cost structure in 1999 led to a reduction of between 
40%-50% in direct operating costs, allowing Talisman the opportunity to extend field life, develop and produce 
incremental reserves and maintain upside exploration opportunities in the area which would otherwise be lost. 
The Bravo exploration well, offsetting Beatrice, drilled during 1999 was unsuccessful. A second exploration 
target will be drilled in 2000. 


The Clyde area exceeded annual production targets due to the successful completion of the Orion tie-back to 
Clyde in September 1999 under budget and one month ahead of schedule. Talisman anticipates that 
incremental production and reserves will be added in the near term. 


In the Buchan area Talisman started the Buchan re-development project. The first phase, which consisted of 
the installation of a new flexible riser system to the Buchan semi-submersible, thereby enabling it to remain on 
production during inclement weather, has been completed. The flexible riser system also allows well 
intervention and enhancement activity plus coiled tubing sidetracks which are scheduled for 2000 or 2001. 


The Blenheim and Bladon fields continued steady production operations throughout 1999 although Talisman 
expects these to reach the end of their life in 2000. Decommissioning costs are estimated at less than 
$15 million. Production from the non-operated producing fields, Brae, Magnus, Andrew, Trent, Tyne and Wytch 
Farm, remained stable throughout the year. In the Netherlands, the Company rationalized its Dutch portfolio, 
exchanging certain non-core assets for an increased interest in the K4/K6 assets. 


Indonesia 


In Indonesia, Talisman has interests in several contract areas located in Sumatra and Kalimantan. In addition, 
the Company has a 100% interest in a PSC in the Madura Offshore Block, an exploration block in the East Java 
Sea. 


Since 1996, drilling success has led to increased production in the Ogan Komering Block. The water injection 
pilot started in 1998 was not successful and as a result the field started into natural decline in 1999. This 
decline has been somewhat offset by continued development drilling. In 1999, seven successful development 
wells were drilled. The Indonesian National Oil Company ("Pertamina") owns a 50% interest in Ogan Komering. 
In the past Pertamina has elected to have its interest carried as a royalty interest; however, in late 1999, 
Pertamina elected to start contributing to cash calls as a full participant. As a result, Talisman decided to report 
lower equity production and reserves as at December 31, 1999. At Tanjung, continued success of the waterflood 
operations and positive results from fracture stimulations resulted in an increase in 1999 average production to 
7,803 bbls/d. The Company also has a waterflood project at Jambi on Sumatra, which continued successful 
operations in 1999. Talisman assigned its Langsa interest to Mobil Langsa Inc. in September 1999. 


Talisman's share of gas deliveries from the Corridor gas project, which commenced production in October 1998, 
averaged approximately 108 million cubic feet per day ("mmcef/d") in 1999, representing consistent plateau 
production. The current production of natural gas is exchanged on an energy equivalent basis for crude oil and is 
sold offshore for US dollars under a nine-year marketing agreement. Significant discoveries in the Suban 
appraisal and Durian-Mabok exploration wells have led to an increase in reserve potential. Appraisal drilling 
will continue in 2000. Progress is being made towards expansion of Corridor PSC gas production. The joint 
venturers are negotiating with PT Caltex Pacific Indonesia for additional gas sales to the Duri steamflood and 
associated power generation facilities of around 40 mmcf/d net to Talisman in early 2002, increasing to 
approximately 60 mmcf/d in 2003. In September 1999, a letter agreement was signed by Pertamina and 
PowerGas Ltd. of Singapore for the sale of gas from the Corridor PSC and other PSCs. Talisman expects first 
gas sales to PowerGas Ltd. in 2002. Talisman estimates this arrangement will result in gas sales of 
approximately 50 mmcf/d net to Talisman by 2007. Talisman's interest in the Corridor PSC gas project is held 
by Talisman (Corridor) Ltd., an indirect wholly-owned subsidiary. Oil production operations in the Corridor 
PSC and Corridor Technical Assistance Contract areas continued successfully in 1999. 


Sudan 


At the time of acquisition in 1998, Talisman's Sudan project included five major discovered oil fields in an area 
located approximately 700 kilometres southwest of the capital, Khartoum. Talisman (Greater Nile) B.V., an 
indirect wholly-owned subsidiary of Talisman, has a 25% interest in the Exploration and Production Sharing 
Agreement relating to Blocks 1b and 2b (the development blocks) and Blocks la, 2a and 4 (the exploration 
blocks), which have a total area of 12.1 million acres. As of December 31, 1999 proved and probable reserves are 
estimated at approximately 800 mmbbls (200 mmbbls net to Talisman). Further exploration is expected to 
identify additional fields and reserves. Construction of a 1,500 kilometre pipeline to Port Sudan, along with a 
marine terminal and field facilities, was largely completed in 1999. These facilities were commissioned in the 
second and third quarters of 1999 and first oil shipment from the port occurred on September 1, 1999. By year 
end, production rates were exceeding 160,000 bbls/d (40,000 bbls/d net to Talisman). Pipeline throughput is 
expected to average 165,000 bbls/d in 2000, and plans are in place to expand the pipeline capacity and production 
to 200,000 bbls/d in 2001. The pipeline is capable of expansion to 450,000 bbls/d. Talisman holds its interest in 
the pipeline and marine terminal pursuant to a Crude Oil Pipeline Agreement ("COPA") with the Government of 
Sudan, which terminates on the later of September 1, 2014 and the date on which the owners under COPA have 


achieved a specified internal rate of return. 


Talisman (Greater Nile) B.V. holds a 25% interest in the field development, the pipeline and the marine 


terminal, and has a 25% interest in the operating company. 


Algeria 


In Algeria, Talisman has a 35% working interest in Blocks 405 and 215 under a production sharing contract with 
The National Company Sonatrach ("Sonatrach"). Talisman's interest is subject to the right of Sonatrach to back 
into the production sharing contract for certain portions of the blocks, which, if exercised, would reduce 
Talisman's working interests to 24.5% on the exercised portions. Talisman's interest is held through its indirect 
wholly-owned subsidiary, Talisman (Algeria) B.V. 


A number of successful exploration and appraisal wells have been drilled on Block 405 in recent years, and in 
1999 one new field was discovered and three previous discoveries were appraised. In addition, development is 
proceeding in the Ourhoud oilfield in which Talisman has an interest of approximately 2%. Development of this 
field commenced in 1998, and production is anticipated in 2002. An application was submitted to Sonatrach in 
October 1999 for the development of a second field in Block 405, MLN, in which Talisman has a 35% working 
interest. First production is expected in 2002. Further exploration and appraisal of existing oil discoveries is 
ongoing on Block 405. No further work is planned on Block 215 at this time. The Company is investigating a 
possible divestiture of its interests in Algeria. 


Trinidad 


The Company has a non-operated interest in two exploration blocks in the northeast offshore Trinidad, holding 
25% in Block 2c and 50% in Block 2ab. The Company is conducting exploration activities in Trinidad in an area 
along trend from recent oil discoveries in the regional thrust and fold belt. Talisman, with its co-venture 
partners, drilled two exploration wells in 1999 resulting in one significant gas discovery and one dry and 
abandoned well. The gas discovery Angostura-1 tested gas at 30 mmcf/d on restricted flow. The Company and 
its co-venturers have entered into the second exploration phase and, as required under the contracts, have 
relinquished 30% of the area covered by the blocks. As part of the second phase exploration the Block 2c 
Angostura discovery will be appraised in 2000 and further drilling will be conducted on Block 2ab. 


Major Properties and Facilities - International 


The following table sets out important properties and associated facilities outside Canada in which the Company 
has an interest. Information presented is at December 31, 1999, and includes information relating to the Elf 
and ARCO portions of the Fourth Round Assets transactions, but does not include information relating to the 
Texaco portion of the Fourth Round Assets transactions. 


Average 
Area Name Working Interest! Major Facilities 
NorTH SEA 
Crude Oil and Natural Gas 
Andrew 3% e 3.2% interest in Andrew production platform 
Balmoral 3% e 2.66% interest in Balmoral floating production facility 


10 


Average 


Area Name Working Interest’ Major Facilities” 

NorTH SEA 

Crude Oil and Natural Gas 

Beatrice® 100% e 100% interest in Beatrice Alpha, Bravo and Charlie 


production platforms 
e 100% interest in Beatrice/Nigg pipeline 
e 100% interest in Nigg oil terminal 


Beinn 14% e Wells drilled from North Brae platform 

Bladon® 100% e 100% interest in the subsea tie-back to the Blenheim 
FPSO vessel 

Blenheim? 68% e 68.19% interest in wells tied-back to leased FPSO 
vessel (Petrojarl 1) 

East Brae 13% e 13.09% interest in East Brae production platform 

South, North, Central Brae 14% e 14% interest in North and South Brae production 


platforms and Central Brae subsea facilities 
e 14% interest in Brae/Forties pipeline 


West Brae 14% ‘ e 14% interest in subsea tie-back to South Brae 
Buchan® 86% e 86.08% interest in Buchan floating production 
platform 


e 86.08% interest in Buchan/Forties pipeline 


Chanter® ® 37% °  36.944% interest in subsea facilities and tie-backs to 
Piper 
Claymore® ° 30% e  29.667% interest in Claymore production and 


accommodation platforms 
e 36.944% interest in Claymore/Piper oil and gas 


pipelines 
Clyde (Medwin and Leven)° 82% e 81.5% interest in Clyde production platform 
e 81.5% interest in Clyde/Fulmar pipelines 
lona®® 37% e  36.944% interest in subsea facilities and tie-backs to 
Piper 


MacCulloch 20% e 20% interest in wells tied-back to leased floating 
production vessel 


Magnus 3% e 2.5% interest in Magnus production platform 
e 2.5% interest in Magnus/Ninian pipeline 


Orion” 88% e 87.5% interest in field and subsea tie-back to Clyde 
Piper®° 37% e 36.944% interest in Piper production platform 

e 36.944% interest in Piper/Flotta oil pipeline 

e  36.944% interest in Piper/MCP01 gas pipeline 

e  36.944% interest in MacCulloch/Piper oil and gas 


pipelines 
e 36.944% interest in Flotta terminal 
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Average 


Area Name Working Interest! Major Facilities 

NorRTH SEA 

Crude Oil and Natural Gas 

Ross® 52% e 51.99% interest in the subsea tie-back to leased 


FPSO vessel (Bleo Holm) 


Saltire® ° 37% e 36.944% interest in Saltire production platform and 
tie-backs to Piper 

Scapa® ® 37% *  36.944% interest in subsea facilities and tie-backs to 
Claymore 

Scottish Area Gas Evacuation 7% e 7% interest in SAGE pipeline system and onshore 

(SAGE) pipeline reception facilities 
Sedgwick® 20% e 20% interest in subsea tie-back to West Brae 
Wytch Farm 5% e 4.95% interest in Wytch Farm production facilities 


and oil pipeline to Hamble Point offloading facility 


Natural Gas 
Netherlands 10% e 10.25% equity interest in production platforms on 
Blocks K/4b and K/5a 


20% e 20.2731% equity interest in K/5b which is produced 
via the K/4b and K/5a facilities 
Trent 20% e 20% interest in Trent production platform 
Tyne 20% e 20% interest in Tyne production platform and 
pipeline to Trent 
Supan* 
Crude Oil 
Blocks 1b and 2b, 1a, 2a and 4 25% e Central oil treating facility 
and Heglig Central Processing 
Pipeline and Pump Stations 25% e 1,500 kilometre 28-inch oil pipeline and pump 
stations from Heglig central processing facility to 
Port Sudan 
Port Sudan Marine Storage 25% e Oil storage facilities, pumps, meter and loading buoy 
Facility and Terminal for offshore tanker delivery 
INDONESIA” 
Crude Oil and Natural Gas 
Calik 40% 
Corridor Block 
Technical Assistance Contract 40% e Oil production facilities 
Production Sharing Contract 36% e Oil production facilities and gas production facilities 
Jambi 40% e Oil production facilities 
Madura Block® 100% 
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Average 


Area Name Working Interest’ Major Facilities? 


INDONESIA 

Crude Oil and Natural Gas ; 

Ogan Komering”’ 50% e Oil production facilities 

Tanjung Raya® 100% * Oil production facilities 

ALGERIA 

Crude Oil 

Block 405 35% e 35% interest in the exploration block 
Ourhoud 2% e  2.0059% interest in the unit 
TRINIDAD 

Natural Gas 

Block 2ab 50% 

Block 2c 25% 

Notes: 

1 Indicates Talisman's average working interest in its producing fields in the area. 

2 "Major Facilities" includes only significant processing facilities and pipelines associated with the area. 

3 Denotes operated properties. 

4 Interests of the Government of Sudan, other than working interests, are accounted for as royalties. Sudan royalties are 


reflected in net reserves using effective rate over the life of the contract. 


5 Interests of Pertamina, other than working interests, are accounted for as royalties. Pertamina royalties are recorded using 
contractual rates in effect at the time of production. 

6 Includes Major Properties and Facilities attributable to the Elf and ARCO Fourth Round Assets transactions. 

7 = Effective January 1, 2000 Pertamina elected to take its working interest share in the Ogan Komering Block, thereby reducing 
Talisman's interest by 50%. Prior to this Talisman's working interest was reported at 100%. 

CAPITAL EXPENDITURES 


Information on the Company's capital expenditures is found in the "Notes to the Consolidated Financial 
Statements” under the heading "Segmented Information", which information is incorporated herein by reference 
and is found on pages 60 and 61 of Talisman's 1999 Annual Report (the "Annual Report"). 
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LAND HOLDINGS 


The geographical distribution of Talisman's crude oil, oil sands and natural gas land holdings as at December 31, 
1999 is shown below, and includes information relating to the Elf and ARCO portions of the Fourth Round 
Assets transactions, but does not include information relating to the Texaco portion of the Fourth Round Assets 


transactions. 
Gross? Net* 
DEVELOPED LANDS' (thousands of acres) 
Canada 
Western Canada Basin” 2,354.4 1,100.9 
Oil Sands 8). 1.0 
Ontario 486.6 319.3 
Other® 0.7 : 
Total Canada 2,846.9 1,421.2 
North Sea’ "' 176.6 65.8 
Indonesia ® '? 291.7 128.0 
Sudan® 129.9 32.5 
Other'® 65.6 123 
Total developed 3,510.7 1,648.8 
UNDEVELOPED LANDS? (thousands of acres) 
Canada 
Western Canada Basin” 5,858.0 3,598.1 
Oil Sands WO7o1 29.4 
Ontario 826.3 567.6 
Other® 3,076.9 B27 
Total Canada 9,918.3 4,527.8 
North Sea” '* 2,490.4 873.1 
Indonesia® '° 1,937.3 1,551.8 
Sudan® 11,956.5 2,989.1 
Other"? 1,356.6 652.7 
Total undeveloped 27,659.1 10,594.5 
TOTAL 31,169.8 12,243.3 
Notes: 
1 “Developed Lands" refers to the number of acres to which the Company has assigned proved reserves. 
2 "Undeveloped Lands" refers to the number of acres to which the Company has not assigned proved reserves. 
3 "Gross Acres" refers to the total number of acres in which Talisman has an interest. These figures include lands in respect of 


which the Company has royalty interests and net carried interests. 

"Net Acres" refers to the number of acres obtained by multiplying the gross acres in each property by Talisman's percentage 

working interest. These figures do not include lands in respect of which the Company has royalty interests and net carried 

interests. 

Land holdings in "Western Canada Basin" include petroleum and natural gas rights in British Columbia, Alberta, 

Saskatchewan and Manitoba and exclude coal leases held in British Columbia. 

Includes Yukon Territory, Northwest Territories and Nunavut. In addition to the land holdings stated above, Talisman 

owns 3,292,980 gross acres and 2,469,735 net acres of land offsetting Southampton Island in the northern section of 

Hudson's Bay relating to the Highridge acquisition. These undeveloped lands are exploration permits and have had no 

activity since 1971 when a government work moratorium was imposed. Talisman has no plans to pursue this project and 

therefore no value has been assigned. 

"North Sea" includes the United Kingdom Continental Shelf and the Netherlands Continental Shelf. 

Interests of Pertamina, other than working interests, are accounted for as royalties. Pertamina royalties are recorded using 

contractual rates in effect at the time of production. 

Interests of the Government of Sudan, other than working interests, are accounted for as royalties. Sudan royalties are 

reflected in net reserves using effective rates over the life of the contract. 

10 Includes undeveloped acreage in Algeria, Montana, Nevada, South Dakota, and Trinidad (in 1999 relinquished portions of 
Blocks 2ab and 2c); and developed acreage in Ourhoud in Algeria. 

11 Includes 51,755 Gross Developed Acres and 17,979 Net Developed Acres attributable to the Elf and ARCO Fourth Round 
Assets transactions. 

12 Includes 327,961 Gross Undeveloped Acres and 93,478 Net Undeveloped Acres attributable to the Elf and ARCO Fourth 
Round Assets transactions. 

13 Effective January 1, 2000 Pertamina elected to take its working interest share in the Ogan Komering Block, thereby reducing 
Talisman's interest by 50%. Prior to this date, Talisman's working interest is reported at 100%. 
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DRILLING ACTIVITY 


The following table sets out the number of wells! in which Talisman participated and the net” interest of the 


Company in such wells during the years indicated, and does not include information relating to the Fourth 


Round Assets transactions. 


Year Ended December 31, 1999 


Exploration Development Total 
Oil Gas Dry Total Oil Gas Dry Total Oil Gas Dry Total 
Canada Gross 10.0 38.0 20.0 68.0 78.0 140.0 11.0 229.0 88.0 178.0 31.0 297.0 
Net (Seek 454 o-6 Bie Bry eZ 8.7 124.1 Se sl} = AS GB T/-7/ 
North Sea Gross U0) - 2.0 3.0 18.0 5.0 S 2RO. 19.0 5.0 Px{0) AAS} 
Net 0.5 - 1.9 2.4 BS} 0.4 - 5.7 5.8 0.4 1.9 8.1 
Indonesia? Gross - 2.0 1.0 3.0m) 21.0 - 5 Oey 20.0 ue t- Om 2.0 6.0 29.0 
Net - 0.7 10) ist ited - Sal 14.2 ated 0.7 ALA) WBS) 
Sudan? Gross 23.0 - AO) — Bo 16.0 - - 16.0 39.0 - 4.0 43.0 
Net 5.8 - U6 Veal 4.0 - - 4.0 9.8 - eS Wiel 
Other® Gross 4.0 1.0 2.0 7.0 6.0 - - 6.0 10.0 1.0 205 413.0 
Net 1.4 0.3 0.9 2.6 0.1 - - 0.1 ies) 0.3 0.9 BU 
TOTAL Gross 38.0 41.0 29.0 108.0 139.0 145.0 16.0 300.0 177.0 186.0 45.0 408.0 
Net 12 PRBS Is Bye! Ome OVE OmEnIIES mA Ont 93.9 80.2 31.4 205.5 

Year Ended December 31, 1998 
Exploration Development Total 
Oil Gas Dry Total Oil Gas Dry Total Oil Gas Dry Total 
Canada GLOSS 4 OND ONES IE OM OOO Nm COLO mn 99.OMmr4 30428021 O10 234: 0ne/ 4: Omnonc.O) 
Net LO N/MeenO Ouee 2 4-4 OS: OM Oil OmmOO OnE Z2: ONC OO N/m Oil Om OO: 4m O42 OOS 
North Sea Gross 4.0 3.0 5.0 12.0 17.0 1.0 2.0 20.0 21.0 4.0 7/40) 32.0 
Net i140) 0.3 2.0 61) $h7/ - 0.6 4.3 4.7 0.3 2.6 7.6 
Indonesia? Gross - 4.0 2.0 6.0 46.0 8.0 - 54.0 46.0 12.0 x{0) — (00) 
Net - 1.4 1.4 2.8 Ciles 2.9 = eule Silks 4.3 gh S/0 
Sudan*° Gross 1.0 - - 1.0 18.0 - ar 18:0 19.0 - - 19.0 
Net 0.3 - - 0.3 45 - - 45 4.8 - - 4.8 
Other’ Gross 3.0 - 1.0 4.0 - - - 3.0 - 1.0 4.0 
Net 1.1 - 0.4 1s) - - - - all - 0.4 ES 
TOTAL Gross 32.0 42.0 SOOM iG Ome 2677 Ole 206.0 45.0 520.0 299.0 250.0 84.0 633.0 
Net COCO Cana en AC OREO OOM 2 ONE COC +/ Mmm Stan O:OmEROOLOmESO4<2 


Notes: 


1 This refers to gross wellbores, which are the total number of wells in which Talisman has a working interest. Water injection, 


source and disposal wells are not included. 
"Net" wellbores are the aggregate of the percentage working interest of the Company in each of the gross wells. 
Interests of Pertamina, other than working interests, are accounted for as royalties. Pertamina royalties are recorded using 


contractual rates in effect at the time of production. 


Or Ww 


ND 


Post Arakis acquisition. 
Interests of the Government of Sudan, other than working interests, are accounted for as royalties. Sudan royalties are 
reflected in net reserves using effective rates over the life of the contract. 

"Other" includes Algeria and Trinidad exploration and development wells. 

"Other" includes Algeria exploration wells only. 


RESERVES 


The following table sets forth Talisman's estimates of its proved developed and proved undeveloped reserves as 
at December 31, 1999, and includes information relating to the Elf and ARCO portions of the Fourth Round 
Assets transactions, but does not include information relating to the Texaco portion of the Fourth Round Assets 


transactions. 
Proved Proved Total 
Developed* Undeveloped? Proved’ 
Gross * Net? Gross* Net? Gross* Net? 
Oil and Natural Gas Liquids 
(millions of barrels) 
Canada 182.5 151.9 7.0 BS 189.5 157.4 
North Sea® 158.0 150.7 38.3 36.5 196.3 187.2 
Indonesia” ® 23.9 liiee 3.4 ai PA Le) 20.0 
Sudan? 132.0 92.4 - - 132.0 92.4 
Algeria . - 12.0 6.8 12.0 6.8 
TOTAL 496.4 412.3 60.7 5ieS SONA 463.8 
Natural Gas 
(billions of cubic feet) 
Canada 1,895.5 1,508.4 273.7 216.0 2,169.2 1,724.4 
North Sea 339.0 $610). 7/ 21.4 20.9 360.4 351.6 
Indonesia” ® 210.5 163.3 480.9 SWB.) 691.4 536.6 
TOTAL 2,445.0 2,002.4 776.0 610.2 SPANO 22 
Synthetic Oil 
(millions of barrels) 
Canada 32.6 27.8 - - 32.6 27.8 
Sulphur 
(millions of long tons) 
Canada 25 Pe 0.4 0.4 2.9 25 
Notes: 
1 "Proved" reserves are the estimated quantities of crude oul, natural gas, and natural gas liquids which geological and 


engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under 
existing economic and operating conditions. Reserves which can be produced economically through application of improved 
recovery techniques (such as fluid injection or compression) are included in the "proved" classification when successful testing 
by a pilot project, or the operation of an installed program in the reservoir, or the successful implementation of such 
techniques in similar off-setting reservoirs, provides support for the engineering analysis on which the project or program 
was based. 


2 "Proved Developed" reserves are those reserves that are expected to be recovered from existing wells and installed facilities or, 
uf facilities have not been installed, that would involve a low expenditure (i.e. when compared to the cost of drilling a well) to 
put the reserves on production. 

3 "Proved Undeveloped" reserves are those reserves expected to be recovered from known accumulations where a significant 
expenditure (t.e. when compared to the cost of drilling a well) is required to render them capable of production. 

4 "Gross" reserves are the remaining reserves of Talisman, before deduction of estimated royalties. 

5 "Net" reserves are the remaining reserves of Talisman, after deduction of estimated royalties. 

6 Includes 60.1 million barrels of Gross Proved Developed Oil and Natural Gas Liquids, 55.7 million barrels of Net Proved 


Developed Oil and Natural Gas Liquids, 10.7 million barrels of Gross Proved Undeveloped Oil and Natural Gas Liquids and 
9.7 million barrels of Net Proved Undeveloped Oil and Natural Gas Liquids attributable to the Elf and ARCO Fourth Round 
Assets transactions. 

7 Interests of Pertamina, other than working interests, are accounted for as royalties. Pertamina royalties are reflected in "net" 
reserves usurg effective rates over the life of the contract. 


8 Effective January 1, 2000 Pertamina elected to take its working interest share in the Ogan Komering Block, thereby reducing 
Talisman's interest by 50%. Prior to this Talisman's working interest was reported at 100%. 
9 Interests of the Government of Sudan, other than working interests, are accounted for as royalties. Sudan royalties are 


reflected in net reserves using effective rates over the life of the contract. 


The following table contains the Company's reconciliation of its total proved reserves from December 31, 1998 to 
December 31, 1999, and includes information relating to the Elf and ARCO portions of the Fourth Round Assets 
transactions, but does not include information relating to the Texaco portion of the Fourth Round Assets 
transactions. 


PROVED OIL AND GAS RESERVES (BEFORE ROYALTIES) 


Discoveries, Net 
Additions Acquisitions 
YearEnd and and Net Production Year End 
1998 Extensions Dispositions Revisions’ During 1999 1999 
Oiland Natural Gas Liquids 
(millions of barrels) 
Canada ile} 574 11.4 34.1 7.6 (20.3) 189.5 
North Sea 107.0 30.9 Tape 2.9 (21.7) 196.3 
Indonesia® 39.9 Shs) - (5.6) (10.5) Pai {83 
Sudan 100.9 35.0 - 0.4 (4.3) 132.0 
Algeria 12.0 - - - - 12.0 
TOTAL 416.5 80.8 i 3s 5.3 (56.8) Sova 
Natural Gas 
(billions of cubic feet) 
Canada 1,835.4 234.7 366.3 (18.2) (249.0) 2,169.2 
North Sea 383.9 10.1 23 6.0 (41.9) 360.4 
Indonesia? 6ilisat 65.8 - 50.0 (39.5) 691.4 
TOTAL 2,834.4 310.6 368.6 37.8 — (330.4) Syl 10) 
Synthetic Oil 
(millions of barrels) 
Canada 26.7 - - 6.9 (anned) 32.6 
Sulphur 
(millions of long tons) 
Canada 2.8 0.2 0.1 0.3 (0.5) 2.9 
NET PROVED OIL AND GAS RESERVES (AFTER ROYALTIES) 
Discoveries, Net 
Additions Acquisitions 
YearEnd and and Net Production Year End 
1998 Extensions Dispositions Revisions’ During 1999 1999 
Oiland Natural Gas Liquids 
(millions of barrels) 
Canada 132.6 9.4 28.0 4.3 (16.9) 157.4 
North Sea’ 104.7 SIOkS USAS (0.8) (20.6) ALS fae 
Indonesia® 28.8 2.5 = (3.7) (7.6) 20.0 
Sudan 80.9 24.5 - (10.0) (3.0) 92.4 
Algeria 6.1 - - 0.7 2 6.8 
TOTAL Spice 66.7 101.6 (9.5) (48.1) 463.8 
Natural Gas 
(billions of cubic feet) 
Canada 1,518.3 186.4 291.0 (ihe) (198.1) 1,724.4 
North Sea 381.3 10.1 2.2 (1.2) (40.8) 351.6 
Indonesia? 542.5 Sree - (26.4) (30.6) 536.6 
TOTAL 2,442.1 247.6 293.2 (100.8) (269.5) 2,612.6 
Synthetic Oil 
(millions of barrels) 
Canada 22.7 - - 6.0 (0.9) 27.8 
Sulphur 
(millions of long tons) 
Canada 2.6 0.2 0.1 - (0.4) ZED 
Notes: 
1 "Revisions" are revisions that reflect actual performance and reassessment of data. 
2 Includes 70.8 million barrels Net Acquisitions and Dispositions of Oil and Natural Gas Liquids (before royalties) attributable 


to the Elf and ARCO Fourth Round Assets transactions. 

Effective January 1, 2000 Pertamina elected to take its working interest share in the Ogan Komering Block, thereby reducing 
Talisman's interest by 50%. Prior to this Talisman's working interest was reported at 100%. 

Includes 65.4 million barrels Net Acquisitions and Dispositions of Oil and Natural Gas Liquids (after royalties) attributable 
to the Elf and ARCO Fourth Round Assets transactions. 
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WELLS 


The following table sets out all of Talisman's producing wells! as at December 31, 1999, and does not include 


information relating to the Fourth Round Assets transactions. 


Conventional Crude Oil and 


Natural Gas Liquids Natural Gas Total 
Gross* Net? Gross* Net? Gross* Net? 

Canada 
Alberta 3)295:0 IF Oo4e2 2,403.0 979.4 5,698.0 2,543.6 
British Columbia 183.0 39.0 185.0 78.0 368.0 EO 
Manitoba 44.0 Dee - - 44.0 Bae 
Saskatchewan 2,463.0 869.8 43.0 25.7 2,506.0 895.5 
Ontario 134.0 126.0 725.0 465.2 859.0 591.2 
Yukon Territory - - 1.0 - 1.0 ° 
Total Canada CnlUso Aeon 8:35720 1,548.3 9,476.0 4,149.5 


Pl tte eee ee ee ee —eeEeEe———e————EEE——— 


North Sea 


United Kingdom 275.0 Wail 8.0 1.6 283.0 TES 
Netherlands - - 28.0 28 28.0 2.3 
Indonesia* * 518.0 265.1 19.0 7.0 537.0 272.1 
Sudan® 98.0 24.5 - - 98.0 24.5 
Total International 891.0 361.3 55.0 10.9 946.0 SWAB 
TOTAL ; 7,010.0 2,962.5 3,412.0 1,559.2 10,422.0 4,521.7 
Notes: 


1 "Producing wells" include only those on production, capped or suspended, and are based on boreholes. Condensate wells in 
the Brae area of the North Sea, which produce both natural gas liquids and natural gas, are considered oil wells. 

2 "Gross" wells mean the total number of wells in which the Company has a working interest. 

3 "Net" wells mean the aggregate of the percentage working interest of each of the gross wells. 

4 Interests of Pertamina, other than working interests, are accounted for as royalties. Pertamina royalties are recorded using 
contractual rates in effect at the time of production. 

5 = Effective January 1, 2000 Pertamina elected to take its working interest share in the Ogan Komering Block, thereby reducing 
Talisman's interest by 50%. Prior to this date, Talisman's working interest is reported at 100%. 

6 Interests of the Government of Sudan, other than working interests, are accounted for as royalties. Sudan royalties are 
reflected in net reserves using effective rates over the life of the contract. 


SIGNIFICANT CUSTOMERS 


Information about the Company's significant customers is found in the "Notes to the Consolidated Financial 
Statements” under the heading "Segmented Information" on pages 60 and 61 of the Annual Report, which 
information is incorporated herein by reference. 


COMPETITIVE CONDITIONS 


A discussion of the competitive conditions in the oil and gas industry and the competitive factors affecting the 
business of the Company is found in "Management's Discussion and Analysis" under the headings "Sensitivities", 
"Risks and Uncertainties" and "Outlook", which information is incorporated herein by reference and is found on 
pages 40 to 41, 41 and 42, respectively, of the Annual Report. 
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ENVIRONMENTAL PROTECTION 


The oil and gas industry is subject to safety and environmental regulation pursuant to extensive legislation 
enacted by various levels of government, both in Canada and internationally. Over the years, the Company has 
implemented a variety of internal programs and controls to ensure regulatory compliance and an appropriate 
level of safety and environmental protection across its operations. Public expectation of the industry's safety 
and environmental performance remains high and this continues to translate into new and generally more 


rigorous environmental policies, legislation and regulations. 


The Company has procedures to train staff in safety and environmental protection. Talisman routinely audits 
its operations to ensure its current operations comply with existing legislative requirements. 


‘The Company does not anticipate making material expenditures for environmental compliance during 2000. 
However, it does expect to incur site restoration costs over a prolonged period as existing fields become fully 
produced. Talisman provides for future abandonment and reclamation costs in its financial statements in 


accordance with generally accepted accounting principles. 


EMPLOYEES 


At December 31, 1999, Talisman's permanent staff complement was 1,113. 


RISKS OF FOREIGN OPERATIONS 


Risks associated with the Company's international operations are described in "Management's Discussion and 
Analysis" under the heading "Risks and Uncertainties", which information is incorporated herein by reference 
and is found on page 41 of the Annual Report. 


ITEM 4 - SELECTED CONSOLIDATED FINANCIAL INFORMATION 


FINANCIAL DATA 


Selected consolidated financial information is contained on page 75 of the Annual Report under the heading 
"Five Year Financial Summary", which information is incorporated herein by reference. A summary of quarterly 
financial information is included on page 76 of the Annual Report under the heading "Selected Quarterly 


Financial Data", which summary is incorporated herein by reference. 


DIVIDENDS 


The Company has not paid dividends since 1991 in order to retain funds for reinvestment in the Company's 


operations. Dividend policy is reviewed annually by the board of directors. 
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ITEM 5 - MANAGEMENT'S DISCUSSION AND ANALYSIS 


Reference is made to the section entitled "Management's Discussion and Analysis" on pages 33 to 42 of the 


Annual Report, which section is incorporated herein by reference. 


ITEM 6 - MARKET FOR THE SECURITIES OF THE COMPANY 


The common shares of the Company are listed on the Toronto and New York stock exchanges under the trading 
symbol TLM. The Company's 9% and 8.9% Preferred Securities are listed on the New York Stock Exchange 
under the trading symbols TLM PrA and TLM PYrB, respectively. The Company's unsecured debentures, 
unsecured US$ notes and unsecured medium term notes trade in the over-the-counter market. 


ITEM 7 - DIRECTORS AND OFFICERS 


Information is given below with respect to each of the current directors and officers of the Company. The term 
of office of each director expires at the end of the 2000 Annual Meeting. Information with respect to direct or 
indirect beneficial ownership of, or control or direction over, the voting securities of the Company by the 
directors and all officers is included on page 5 of the Management Proxy Circular for the 2000 Annual and 
Special Meeting of Shareholders under the heading "Shareholdings of Directors and Officers", which information 


is incorporated herein by reference. 


DIRECTORS 
Year First 
Name and Municipality of Became Principal Occupation or Employment for the 
Residence Director Past Five Years or More 
Donald J. Anderson "? 1996 President of Glassel Ventures Inc. (oil and gas and real 
Calgary, Alberta estate investment company); from 1991 to 1996, Director of 
Canada Newfoundland Offshore Petroleum Board; from 
1987 to 1994, oil and gas industry consultant; from 1953 to 
1987, held various positions with Shell Corporation 
(international natural resource company) with latest 
responsibility being Production Operations Manager in the 
North Sea 
Robert A. Bandeen, 0.C.* ° 1982 Director of various corporations; Chairman and President of 
Toronto, Ontario Cluny Corporation (management company) since 1986; 
Chairman of National Challenge Systems Inc. (compactor 
leasing and maintenance company) since 1998 
James W. Buckee ” * ° 1992 President and Chief Executive Officer of the Company; prior 
Calgary, Alberta to May 1993, President and Chief Operating Officer of the 
Company; prior to August 1991, Manager, Planning of BP 
Exploration Company Ltd. (natural resource company) 
Paul J. Hoenmans* 4 1998 Director of various corporations; from 1985 to September 
Aspen, Colorado 1997, Executive Vice-President of Mobil Oil Corporation 


(integrated international natural resource company) and 
Director and Member of the Executive Committee of Mobil 
Corporation (integrated international oil, gas and chemicals 
company) and Mobil Oil Corporation; from 1986 to 1996, 
President, Exploration & Producing Division, Mobil Oil 
Corporation 
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Year First 


Name and Municipality of Became 

Residence Director 

Margaret M. Kent’ 1995 
Medina, Washington 

Dale G. Parker®° 1993 
Vancouver, 
British Columbia 

David E. Powell” * ° 1998 
Calgary, Alberta 

Stella M. Thompson® * * ® 1995 
Calgary, Alberta 

Peter N. T. Widdrington "°° 1982 


London, Ontario 


Principal Occupation or Employment for the 

Past Five Years or More 

Chairman and Chief Executive Officer of Eden Roc Mineral 
Corporation (mining company); from June 1990 to May 
1999, Chairman, President and Chief Executive Officer of 
Royal Oak Mines Inc. (mining company); prior to 1990, 
Chairman and Chief Executive Officer of Neptune Resources 
(mining company) 


Director of various corporations and Public Administration 
and Financial Institution Advisor; prior to January 1998, 
President and Chief Executive Officer of Workers’ 
Compensation Board of British Columbia; prior to November 
1994, President of White Spot Limited (food services 
company) and Executive Vice-President of Shato Holdings 
Ltd. (food processing and services and real estate company); 
prior to November 1993, Executive Vice-President and Chief 
Financial Officer of Shato Holdings Ltd.; prior to November 
1992, Chairman and Chief Executive Officer of British 
Columbia Financial Institutions Commission (regulator of 
financial institutions) 


Director of various corporations; Chairman of the Board of 
Petroleum Industry Training Service (Canadian non-profit 
organization that serves the petroleum industry worldwide by 
identifying training and safety needs and establishing 
standards); from 1991 to 1995, President and Chief 
Executive Officer of Home Oil Company Ltd. (natural 
resource company) 


Principal of Governance West Inc. (a company providing - 
consulting services relating to corporate governance); 
President of Stellar Energy Ltd. (energy and management 
consulting company); prior to June 1991, Vice-President, 
Planning, Business Information & Systems of Petro-Canada 
Products (petroleum refining and marketing company) 


Chairman of the Board of the Company; since August 1990, 
Chairman of Laidlaw Inc. (North America's largest provider 
of patient transportation, emergency department 
management, school busing and municipal transit services); 
May 1996 to April 1999, President and Chief Executive 
Officer of Cuddy International Corporation (producer of 
turkey hatching eggs and poults); December 1991 to 
November 1995, Chairman of The Toronto Blue Jays 
Baseball Club (professional baseball club); prior to 
December 1991, Chairman of John Labatt Limited 


(management holding company) 


Notes: 
Member of the Executive Committee 
Member of the Audit Committee 


Member of the Management Succession and Compensation Committee 


Member of the Governance and Nominating Committee 


1 
2 
3 
4 Member of the Pension Funds Committee 
5 
6 


Member of the Year 2000 Committee 
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OFFICERS 


Name and Municipality Office held with Talisman Energy Inc. or Predecessor Company 

of Residence and Principal Occupation or Employment for the Past Five Years or More 

Peter N.T. Widdrington Chairman of the Board of the Company; since August 1990, Chairman of 
London, Ontario Laidlaw Inc. (North America's largest provider of patient transportation, 


emergency department management, school busing and municipal transit 
services); May 1996 to April 1999, President and Chief Executive Officer of 
Cuddy International Corporation (producer of turkey hatching eggs and poults); 
December 1991 to November 1995, Chairman of The Toronto Blue Jays 
Baseball Club (professional baseball club); prior to December 1991, Chairman 
of John Labatt Limited (management holding company) 


James W. Buckee President and Chief Executive Officer of the Company; prior to May 1993, 
Calgary, Alberta President and Chief Operating Officer of the Company; prior to August 1991, 
Manager, Planning of BP Exploration Company Ltd. (natural resource company) 
Edward W. Bogle Vice-President, Exploration of the Company since 1992 
Calgary, Alberta 
T. Nigel D. Hares Vice-President, Frontier and International Operations of the Company; prior to 
Calgary, Alberta September 1994, Director of Planning of Alyeska Pipeline Service Company 


(pipeline service company); prior to 1992, Business Advisor to Chief Executive 
of BP Gas (natural resource company) 


Joseph E. Horler Vice-President, Marketing of the Company since 1987 
Calgary, Alberta 

Michael D. McDonald Vice-President, Business Development of the Company; prior to August 1998, 
Calgary, Alberta held senior positions in the Company 

Robert W. Mitchell Vice-President, Canadian Operations of the Company; prior to October 1994, 
Calgary, Alberta Vice-President, Operations 

Robert M. Redgate Vice-President, Human Resources and Corporate Services of the Company; 
Calgary, Alberta prior to May 1992, held senior positions with the Company and a former 

affiliated company in the United States 

M. Jacqueline Sheppard Vice-President, Legal and Corporate Projects, and Corporate Secretary of the 

Calgary, Alberta Company; prior to August 1993, a partner in the national law firm of Blake 


Cassels & Graydon 


Bruce G. Waterman Vice-President, Finance and Chief Financial Officer of the Company; prior to 
Calgary, Alberta January 1996, Senior Financial Manager, Financial Operations of Amoco 
Corporation (natural resource company); prior to June 1994, Assistant 
Controller of Amoco Canada Petroleum Company Limited 


Ardith D. Wagner Assistant Secretary of the Company; prior to May 1993, Assistant Secretary of 
Calgary, Alberta Encor Inc. (natural resource company) 

Christine D. Lee Assistant Secretary of the Company; prior to May 1997, held administrative 
Calgary, Alberta positions in the Company 
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ITEM 8 - FORWARD-LOOKING STATEMENTS 


This Annual Information Form contains or incorporates by reference statements that constitute 
"forward-looking statements" within the meaning of the US Private Securities Litigation Reform Act of 1995. 
Such statements are included throughout this Annual Information Form including, among other places, under 
the headings "Development of the Business" and "Description of the Business", in the "Management's Discussion 
and Analysis" section of the Annual Report and in the descriptions of the Company's worldwide properties. 
These statements include, among others, statements regarding outlook on oil and gas prices, estimates of future 
production, business plans for drilling and exploration, the estimated amounts and timing of capital 
expenditures, anticipated future debt levels and royalty rates, and other expectations, beliefs, plans, objectives, 
assumptions or statements about future events or performance (often, but not always, using words or phrases 
such as "expects" or "does not expect", "is expected", "anticipates" or "does not anticipate", "plans", "estimated" or 
"intends", or stating that certain actions, events or results "may", "could", "would", "might" or "will" be taken, 
occur or be achieved). Statements concerning oil and gas reserves contained in this Annual Information Form 
under the heading "Description of the Business - Reserves" or in the annual consolidated financial statements 
for the year ended December 31, 1999 and elsewhere may also be deemed to be forward-looking statements as 
they involve the implied assessment, based on certain estimates and assumptions, that the resources described 
can be profitably produced in the future. Forward-looking statements are based on current expectations, 
estimates and projections that involve a number of risks and uncertainties which could cause actual results to 
differ materially from those anticipated by the Company. These risks include, but are not limited to: the risks 
of the oil and gas industry (for example, operational risks in exploring for, developing and producing crude oil 
and natural gas; risks and uncertainties involving geology of oil and gas deposits; the uncertainty of reserve 
estimates; the uncertainty of estimates and projections relating to production, costs and expenses; potential 
delays or changes in plans with respect to exploration or development projects or capital expenditures; and 
health, safety and environmental risks); risks in conducting foreign operations (for example, political and fiscal 
instability or the possibility of civil unrest or military action in countries such as Indonesia, Sudan or Algeria); 
the effect of United States sanctions against Sudan; fluctuations in oil and gas prices and foreign currency 
exchange rates; and the possibility that government policies may change or governmental approvals may be 
delayed or withheld. Additional information on these and other factors which could affect the Company's 
operations or financial results are included in the Annual Report under the headings "Management's Discussion 
and Analysis - Liquidity and Capital Resources", "- Risks and Uncertainties", "- Outlook" and elsewhere, and in 
the Company's other reports on file with Canadian securities regulatory authorities and the United States 
Securities and Exchange Commission. Forward-looking statements are based on the estimates and opinions of 
the Company's management at the time the statements are made. The Company assumes no obligation to 


update forward-looking statements should circumstances or management's estimates or opinions change. 


ITEM 9 - ADDITIONAL INFORMATION 


The Company will provide to any person or company upon request to the Assistant Secretary of the Company: 


(a) when the securities of the Company are in the course of a distribution pursuant to a short form 
prospectus or a preliminary short form prospectus has been filed in respect of a distribution of its 


securities: 


(i) one copy of this Annual Information Form, together with one copy of any document, or the 
pertinent pages of any document, incorporated herein by reference; 
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(ii) one copy of the comparative consolidated financial statements of the Company for the year 
ended December 31, 1999, together with the report of the auditors thereon, and one copy of 
any interim financial statements of the Company issued subsequent to the annual financial 
statements; 


(ii) one copy of the Management Proxy Circular of the Company dated March 8, 2000 in 
connection with the Annual and Special Meeting of Shareholders of the Company to be held on 
May 3, 2000; 


(iv) one copy of any other document or report which is incorporated by reference into the 
preliminary short form prospectus or the short form prospectus and is not required to be 
provided under (i) to (ili) above; or 


(b) at any other time, one copy of any other document referred to in paragraphs (a)(1), (ii) and (111) above, 
provided that the Company may require the payment of a reasonable charge from such person or 
company who is not a security holder of the Company. 


Additional information regarding directors' and officers' remuneration and indebtedness, principal holders of the 
issuer's securities and options to purchase securities is contained in the Company's Management Proxy Circular. 
Additional financial information is provided in the Company's comparative consolidated financial statements for 
the year ended December 31, 1999. 


Copies of the Company's Annual Report may be obtained upon request from: 


Investor Relations and Corporate Communications Department 
Talisman Energy Inc. 

Suite 3400, 888 Third Street S.W. 

Calgary, Alberta T2P 5C5 

E-Mail: tlm @talisman-energy.com 
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TALISMAN 


E N E R G NG 


TALISMAN ENERGY INC. 
NOTICE OF ANNUAL AND SPECIAL MEETING OF SHAREHOLDERS 
MANAGEMENT PROXY CIRCULAR 


May 3, 2000 


ae 


TALISMAN 


NOTICE OF ANNUAL AND SPECIAL MEETING OF SHAREHOLDERS 


MAY 3, 2000 


NOTICE IS HEREBY GIVEN that the Annual and Special Meeting of the Shareholders (the "Meeting") of 
TALISMAN ENERGY INC. (the "Company") will be held in the Crystal Ballroom of the Palliser Hotel, 133 Ninth 
Avenue S.W., Calgary, Alberta, Canada, on Wednesday, May 3, 2000 at 11:00 a.m. (local time) for the following 
purposes: 


1. to receive the annual report and the consolidated financial statements of the Company for the year 
ended December 31, 1999 together with the report of the auditors thereon; 


2. to elect the directors for the ensuing year; 
3. to appoint the auditors for the ensuing year; 


4. to consider and vote upon a resolution proposed by certain shareholders and an alternate resolution 
proposed by management of the Company, relating to the Company's involvement in an oil project in 


Sudan; and 


5. to transact such further and other business as may properly come before the Meeting or any 


adjournment thereof. 


Holders of record of Common Shares unable to attend the Meeting in person are requested to 
complete the enclosed form of proxy and return it in the envelope provided to the Company's 
Transfer Agent and Registrar, Montreal Trust Company of Canada, 6th Floor, 530 Eighth Avenue 
S.W., Calgary, Alberta, T2P 3S8, by the close of business on the last business day preceding the 
Meeting or any adjournment thereof, or have it presented at the Meeting. 


Only holders of record of Common Shares of the Company at the close of business on March 17, 2000 will be 
entitled to vote at the Meeting, except to the extent that a person has transferred any such shares of the Company 
after that date and the transferee of such shares establishes proper ownership and requests, not later than 10 
days before the Meeting, to be included in the list of shareholders eligible to vote at the Meeting; in the latter 


event, the transferee is entitled to vote such Common Shares at the Meeting. 
DATED at Calgary, Alberta this 8th day of March, 2000. 


BY ORDER OF THE BOARD 


Ai, 


M. Ja¢queli eppard 
Corporate Secretary 


MANAGEMENT PROXY CIRCULAR 


GENERAL PROXY INFORMATION 


This management proxy circular (the "Circular") is furnished in connection with the solicitation of 
proxies by and on behalf of management of TALISMAN ENERGY INC. (the "Company") for use at the 
Annual and Special Meeting of Shareholders of the Company (the "Meeting") to be held in the Crystal Ballroom of 
the Palliser Hotel, 133 Ninth Avenue S.W., Calgary, Alberta, Canada, on Wednesday, May 3, 2000 at 11:00 a.m. 
(local time) and at any adjournment thereof, for the purposes set forth in the attached Notice of Meeting. 


Solicitation of Proxies 


Proxies in the enclosed form are solicited on behalf of the management of the Company. Solicitation 
of proxies will be primarily by mail but proxies may also be solicited personally or by telephone by employees of 
the Company. Brokers, nominees or other persons holding shares of the Company in their names for others will 
be reimbursed for their reasonable charges and expenses in forwarding proxies and proxy material to beneficial 
owners of such shares. The Company may also retain independent proxy solicitation agents to assist in the 


solicitation of proxies for the Meeting. The cost of all solicitations of proxies will be borne by the Company. 


The persons named in the enclosed form of proxy to represent shareholders at the Meeting are directors or 
officers of the Company. A shareholder has the right to appoint a person (who need not be a 
shareholder of the Company), other than those named in the enclosed form of proxy, to represent 
such shareholder at the Meeting. To do so, a shareholder must insert such other person's name in 
the blank space provided on the form of proxy or complete another proper form of proxy. Properly 
executed forms of proxy must be received no later than the close of business on the last business day preceding 
the Meeting or any adjournment thereof by Montreal Trust Company of Canada, 6th Floor, 530 Eighth Avenue 
S.W., Calgary, Alberta, T2P 3S8, or be presented at the Meeting. In the event of an interruption in mail service, a 
shareholder may deposit proxies in the enclosed form with any Canadian office of Montreal Trust Company of 
Canada or in the United States with The Bank of Nova Scotia Trust Company of New York at One Liberty Plaza, 
New York, New York, 10006. 


Voting of Proxies 


The Common Shares represented by each proxy hereby solicited will be voted on any ballot that may be called for 
at the Meeting with respect to any matter to be acted upon in accordance with the choice specified by the 
shareholder on the form of proxy. Where no such choice is specified in a proxy hereby solicited, the 
Common Shares represented thereby will be voted FOR the election of directors and FOR the 
appointment of auditors named under those headings in this Circular, AGAINST the resolution 
proposed by certain shareholders and FOR the alternate resolution proposed by management of the 
Company. The enclosed form of proxy confers discretionary authority on the proxyholder in respect of 
amendments or variations to matters identified in the Notice of Meeting and other matters that may properly 
come before the Meeting or any adjournments thereof. As of the date of this Circular, the management of the 
Company is not aware of any such amendments, variations or other matters to be presented at the Meeting other 
than those identified in the Notice of Meeting. 


Revocation of Proxies 


A shareholder may revoke a proxy before it is exercised by depositing an instrument in writing executed by the 
shareholder or by such shareholder's attorney authorized in writing at the registered office of the Company, 
located at Suite 3400, 888 Third Street S.W., Calgary, Alberta, T2P 5C5, at any time up to and including the last 
business day preceding the day of the Meeting or any adjournment thereof, or with the chairman of the Meeting 
on the day of the Meeting or any adjournment thereof, or in any other manner permitted by law. If a shareholder 
who has completed and returned a proxy attends the Meeting in person and votes, any such votes cast by the 


shareholder will be counted and the proxy will be disregarded. 


Voting Shares and Principal Holders Thereof 


There are 138,053,196 Common Shares of the Company outstanding at the date of this Circular. Each Common 


Share is entitled to one vote on all matters to be voted upon at the Meeting. 


To the knowledge of the directors or officers of the Company, there is no single shareholder who beneficially owns 
or exercises control or direction over Common Shares carrying more than 10% of the voting rights attached to the 
Common Shares. The Canadian Depository for Securities Limited may hold in excess of 10% of the Common 


Shares for the benefit of its participants. 


Record Date 


The record date for determining shareholders entitled to receive notice of and to vote at the Meeting has been 
fixed by the directors as March 17, 2000. Accordingly, a person named in the list of shareholders prepared as of 
that date will be entitled to vote at the Meeting, except to the extent that the person has transferred the 
ownership of any Common Shares of the Company after March 17, 2000 and the transferee thereof produces 
properly endorsed share certificates, or otherwise establishes that such transferee owns the Common Shares, and 
demands not later than 10 days before the Meeting that the transferee's name be included in the list of persons 
entitled to vote at the Meeting, in which case the transferee will be entitled to vote such Common Shares at the 
Meeting. 


BUSINESS OF THE MEETING 


Election of Directors 


The board of directors is elected annually and consists of such number as fixed from time to time by resolution of 
the directors, such number being not less than four and not more than 20. The number of directors to be elected 
at the Meeting is currently fixed at nine. Each elected director will hold office until the next annual meeting or 


until his or her successor is duly elected or appointed. 


Management of the Company proposes to nominate for election as directors at the Meeting the persons listed in 
the following table. All proposed nominees have consented to be named in this Circular and to serve as directors 
if elected. Management has no reason to believe that any of the nominees will be unable to serve as directors but, 
should any nominee become unable to do so for any reason prior to the Meeting, the persons named in the 
enclosed form of proxy, unless directed to withhold from voting, reserve the right to vote for other nominees at 


their discretion. 


Donald J. Anderson, who has been a director since 1996, and Margaret M. Kent (formerly Margaret K. Witte), 
who has been a director since 1995, will not be standing for re-election to the board at the Meeting. It is proposed 
that Al L. Flood and Roland Priddle be nominated as directors in their place. 


The following table sets forth information with respect to each of tne nominees for election as a director, 
including all officer positions currently held with the Company and principal occupation or employment for the 
past five years or more. Each of the nominees has served as a director of the Company since the year he or she 
first became a director with the exception of Al L. Flood and Roland Priddle who are nominated for election at 
this Meeting. The board of directors has an Executive Committee and is required by the Canada Business 
Corporations Act to have an Audit Committee. For a description of the committees of the board of directors, see 
pages 31 and 32 of the Company's 1999 Annual Report. Membership on the board committees is noted in the 
table below. 


Present Principal Occupation or Employment 


Year First Became (including all officer positions currently held 
Name and Municipality Director of the with the Company) and Principal Occupation or 
of Residence Company Employment for the Past Five Years or More 
Robert A. Bandeen, 0.C.*° 1982 Director of various corporations; Chairman and 


Toronto, Ontario President of Cluny Corporation (management 
company) since 1986; Chairman of National 
Challenge Systems Inc. (compactor leasing and 
maintenance company) since 1998 


James W. Buckee " “ ° 1992 President and Chief Executive Officer of the 
Calgary, Alberta Company; prior to May 1993, President and Chief 
Operating Officer of the Company; prior to August 
1991, Manager, Planning of BP Exploration 
Company Ltd. (natural resource company) 


Al L. Flood, C.M. Director of various corporations; from June 1999 to 
Thornhill, Ontario March 2000, Chairman of the Executive Committee 
of Canadian Imperial Bank of Commerce ("CIBC")(a 
Canadian chartered bank); from June 1992 to June 
1999, Chairman and Chief Executive Officer of 
CIBC; from 1974 to 1992 held various positions in 
the domestic and international operations of CIBC 


Paul J. Hoenmans® * 1998 Director of various corporations; from 1985 to 

Aspen, Colorado September 1997, Executive Vice-President of Mobil 
Oil Corporation (integrated international natural 
resource company) and Director and Member of the 
Executive Committee of Mobil Corporation 
(integrated international oil, gas and chemicals 
company) and Mobil Oil Corporation; from 1986 to 
1996, President, Exploration & Producing Division, 
Mobil Oil Corporation 


Present Principal Occupation or Employment 


Year First Became (including all officer positions currently held 
Name and Municipality Director of the with the Company) and Principal Occupation or 
of Residence Company Employment for the Past Five Years or More 
Dale G. Parker” ° 1993 Director of various corporations and Public 
Vancouver, Administration and Financial Institution Advisor; 
British Columbia prior to January 1998, President and Chief 


Executive Officer of Workers' Compensation Board 
of British Columbia; prior to November 1994, 
President of White Spot Limited (food services 
company) and Executive Vice-President of Shato 
Holdings Ltd. (food processing and services and 
real estate company); prior to November 1993, 
Executive Vice-President and Chief Financial 
Officer of Shato Holdings Ltd.; prior to November 
1992, Chairman and Chief Executive Officer of 
British Columbia Financial Institutions Commission 
(regulator of financial institutions) 


David E. Powell” * ° 1998 Director of various corporations; Chairman of the 
Calgary, Alberta Board of Petroleum Industry Training Service 
(Canadian non-profit organization that serves the 
petroleum industry worldwide by identifying training 
and safety needs and establishing standards); from 
1991 to 1995, President and Chief Executive Officer 
of Home Oil Company Ltd. (natural resource 


company) 
Roland Priddle Consultant to public and private sector entities on 
Saanich, British Columbia policy and regulatory issues in oil and gas since 


1998; advisor to the Energy Institute at the 
University of Houston; director of various 
corporations; from 1986 to 1997, Chairman, 
National Energy Board of Canada 


Stella M. Thompson® * * ° 1995 Principal of Governance West Inc. (a company 
Calgary, Alberta providing consulting services relating to corporate 
governance); President of Stellar Energy Ltd. 
(energy and management consulting company); 
prior to June 1991, Vice-President, Planning, 
Business Information & Systems of Petro-Canada 
Products (petroleum refining and marketing 


company) 
Peter N. T. Widdrington " *° 1982 Chairman of the Board of the Company; since 
London, Ontario August 1990, Chairman of Laidlaw Inc. (North 


America's largest provider of patient transportation, 
emergency department management, school busing 
and municipal transit services); May 1996 to April 
1999, President and Chief Executive Officer of 
Cuddy International Corporation (producer of turkey 
hatching eggs and poults); December 1991 to 
November 1995, Chairman of The Toronto Blue 
Jays Baseball Club (professional baseball club); 
prior to December 1991, Chairman of John Labatt 
Limited (management holding company) 


Notes: 

Member of the Executive Committee 

Member of the Audit Committee 

Member of the Management Succession and Compensation Committee 
Member of the Pension Funds Committee 

Member of the Governance and Nominating Committee 

Member of the Year 2000 Committee 


Don K&w WB ™ 


Shareholdings of Directors and Officers 


Information is given below with respect to the direct and indirect beneficial ownership of, or control or direction 
over, Common Shares of the Company (i) by each of the current directors and each nominee for director, (ii) by all 
current directors and all officers of the Company as a group, and (iii) by all nominees for director and all officers 


of the Company as a group. 


Common Shares 


Name of Beneficial Owner Beneficially Owned’ 


Donald J. Anderson 1,700 
Robert A. Bandeen 2,500 
James W. Buckee 43,535 
Al L. Flood Nil 
Paul J. Hoenmans ° 2,800 
Margaret M. Kent 3,400 
Dale G. Parker 5,000 
David E. Powell 3,099 
Roland Priddle Nil 
Stella M. Thompson 2,500 
Peter N. T. Widdrington 10,035 


All current directors and all officers as a group 


All nominees for director and all officers as a grou 


Notes: 

1 The information as to Common Shares beneficially owned, directly or indirectly, or over which control or direction is 
exercised, not being within the knowledge of the Company, has been supplied by all current directors, nominees for director 
and officers individually. The information is as of March 1, 2000. 

2 Represents 0.078% of Common Shares of the Company outstanding at March 1, 2000. 

3 Mr. Hoenmans also owns US$5,000 principal amount of 9% Preferred Securities of the Company . 


Appointment of Auditors 
Shareholders will be asked at the Meeting to pass a resolution reappointing Ernst & Young LLP, Chartered 


Accountants, as auditors of the Company, to hold office until the next annual meeting of shareholders. To be 


effective, the resolution must be passed by a majority of the votes cast thereon by the shareholders at the Meeting. 


Shareholder Proposal 


Schedule "A" to this Circular sets forth information relating to a shareholder proposal which has been submitted 
for the consideration of shareholders at the Meeting. 


INFORMATION RELATING TO THE CORPORATION 


Compensation of Directors and Officers 


Summary of Executive Remuneration 


Aggregate Compensation 


During the financial year ended December 31, 1999, there were nine Executive Officers of the Company who 
received, in the aggregate, cash remuneration of $4,936,334. For this purpose, "Executive Officers" means the 


President and Chief Executive Officer, and Vice-Presidents in charge of a principal business unit or function of 


the Company or its subsidiaries. The aggregate value of all other remuneration furnished to the nine Executive 


Officers during the financial year was $149,129.35 comprised of the value of Company-supplied vehicles and 


parking, as well as memberships, financial counseling and provincial health care premiums paid by the Company 


on behalf of the Executive Officers. 


Individual Compensation 


The following table sets forth all annual and long-term compensation of the individuals who were, at 
December 31, 1999, the Chief Executive Officer and the next four most highly compensated Executive Officers 
(collectively the "Named Executive Officers"), for the 1999, 1998 and 1997 financial years of the Company. 


Table 1: Summary Compensation 


Annual Compensation 


Bonus/ 

Name and Variable 
Principal Year | Salary Pay' 

Position ($) ($) 
President and Chief 

Executive Officer 1999 | 700,000 532,000 

James W. Buckee 1998 | 700,000 153,000 

1997 | 604,333 232,700 


Vice-President, 


Frontier and 1999 | 317,666 211,833° 
International 1998 | 253,000 60,000 
Operations 1997 | 224,417 77,500 


T. Nigel D. Hares 


Vice-President, 

Canadian Operations 1999 

Robert W. Mitchell 1998 
1997 


208,433 9 
253,000 45,000 
67,800 


Vice-President, 

Finance and Chief 1999 
Financial Officer 1998 
Bruce G. Waterman 1997 


287,333 191,633 3 
242,000 45,000 
215,583 68,000 


Vice-President, Legal 


and Corporate 1999 | 283,666 194,333 
Projects, and 1998 | 231,000 50,000 
Corporate Secretary 1997 | 206,750 74,500 
M. Jacqueline 

Sheppard 

Notes: 


Other Annual 
Compensation 


($) 


Long-term 
Compensation 
Awards 
Common Shares 
Under Option All Other 
Grants Compensation? 


(#) ($) 


100,000 
111,000 
50,000 


45,578 
49,791 
51,836 


30,000 
23,650 
20,000 


30,000 
23,650 
20,000 


1 Amounts listed are variable pay unless otherwise noted. Variable pay for 1999 is payable on April 1, 2000. 
2 Includes the value of the Talisman Savings Plan and life insurance premiums paid by Talisman on behalf of the Named 


Executive Officers. 
3 Includes a non-pensionable Christmas bonus of $333.33. 


Stock Option Program 


The following table sets forth stock options granted under the Company's Employee Stock Option Plan (the 
"Plan") during the financial year ended December 31, 1999 to each of the Named Executive Officers. Further 
information as to the operation of the Plan is set forth under the Management Succession and Compensation 


Committee Report below. 


Table 2: Option Grants During 1999 
Market Value of 


% of Total Common 
Common Options Exercise Shares on the 
Shares Granted to Price Date of Grant’ 
Under Option Employeesin ($/Common ($/Common os 
Grants(#) 1999 Share) Share Expiration Date 
James W. Buckee 100,000 4.82% $25.775 $25.775 March 5, 2009 
Robert W. Mitchell 30,000 1.45% $25.775 $25.775 March 5, 2009 
T. Nigel D. Hares 30,000 1.45% $25.775 $25.775 March 5, 2009 
Bruce G. Waterman 30,000 1.45% $25.775 $25.775 March 5, 2009 
M. Jacqueline Sheppard 30,000 1.45% $25.775 $25.775 March 5, 2009 


Notes: 
1 Determined by calculating the mean of the high and low reported prices at which Common Shares were traded on The 
Toronto Stock Exchange (the "TSE") on the day prior to the date of grant. 


Options to purchase Common Shares of the Company set forth in Table 2 were granted by the Company on 
March 8, 1999, with fifty percent of the options vesting after the closing price of common shares on the Toronto 
Stock Exchange equals or exceeds $31.00 for ten consecutive days (occurred in April, 1999) and the remaining 
fifty percent vesting three years from the date of grant. In accordance with the terms of the Plan, these options 
expire on voluntary termination of employment (other than retirement). On retirement, options can be exercised 
within two years of retirement or before the expiry date, whichever is earlier. In the event of death of an 
optionee, the optionee's legal representative may exercise options within a 12-month period or before the expiry 
date, whichever is earlier. 


At December 31, 1999, 1,534,400 options to acquire Common Shares of the Company were held by individuals who 
were Executive Officers of the Company during 1999. Including the options described in Table 2, options to 
acquire a total of 340,000 Common Shares were granted during 1999 to nine Executive Officers at a weighted 
average price of $25.775. 


The following table sets out the details of options exercised and the aggregate value realized by the particular 
Named Executive Officer during 1999 and, in addition, sets out the aggregate number of outstanding exercisable 
options owned by each of the Named Executive Officers, categorized as being either exercisable or unexercisable 


as at December 31, 1999, together with the value (if any) of such options at the end of the year. 


Table 3: Aggregated Option Exercises During 1999 and Option Values 
Common Aggregate Value of Unexercised 
Shares Value Unexercised Options at in-the-Money Options at 
Acquired Realized’ December 31, 1999 December 31, 1 9997 
Name on Exercise $ # $ 
James W. Buckee 15,000 480,938 585,675 
Robert W. Mitchell 10,000 216,705 176,639 
T. Nigel D. Hares Nil Nil 176,639 
Bruce G. Waterman Nil Nil 176,639 
M. Jacqueline Sheppard Nil Nil 176,639 


Notes: 

vl Calculated by subtracting from the selling price per share obtained on the TSE on the date of the sale, the exercise price of 
the option and by multiplying that amount by the number of Common Shares under options exercised. 

2 Calculated by subtracting from the closing price per share of the Company's Common Shares on the TSE on 
December 31, 1999, the exercise price of the option and by multiplying that amount by the number of Common Shares under 
options owned. The closing trading price of the Company's Common Shares on the TSE on December 31, 1999 was $36.90. 


Defined Benefit Pension Plan 


The Company provides all of the Named Executive Officers with retirement benefits in the form of a registered 
defined benefit plan called the Supplementary Pension Plan for Executives of Talisman (the "Supplementary 
Pension Plan"). In addition to the Supplementary Pension Plan, all executives are also eligible for participation in 
a Special Pension Agreement funded through a Retirement Compensation Arrangement. The Special Pension 
Agreement is a non-registered plan which provides pension payments that would otherwise be payable under the 
Supplementary Pension Plan but which exceed the prescribed maximum allowable under the Income Tax Act. In 
addition to the Named Executive Officers listed in Table 1, four other officers participated in the Special Pension 
Agreement and Supplementary Pension Plan in 1999. 


The Supplementary Pension Plan and Special Pension Agreement are non-contributory, defined benefit plans 
which provide for an annual accrual of 2% of the total of Best Average Earnings and Final Average Award. "Best 
Average Earnings" means the average of the best three years' compensation (actual base pay for the period prior 
to January 1, 2000). "Final Average Award" means the average award during the four consecutive years prior to 
December 31, 1999. 


Tables 4 and 5 show the estimated annual pension for participants in both the Supplementary Pension Plan and 
Special Pension Agreement, and in the Supplementary Pension Plan only, respectively. 


Table 4: Annual Pension Payments to Participants in both the Supplementary Pension Plan and the 
Special Pension Agreement 


Remuneration Years of Service 


$ 175,000 $52,500 $70,000 $87,500 $105,000 $122,500 
200,000 60,000 80,000 100,000 120,000 140,000 
225,000 67,500 90,000 112,500 135,000 157,500 
250,000 75,000 100,000 125,000 150,000 175,000 
300,000 90,000 120,000 150,000 180,000 210,000 
350,000 105,000 140,000 175,000 210,000 245,000 
400,000 120,000 160,000 200,000 240,000 280,000 
450,000 135,000 180,000 225,000 270,000 315,000 
500,000 150,000 200,000 250,000 300,000 350,000 
550,000 165,000 220,000 275,000 330,000 385,000 
600,000 180,000 240,000 300,000 360,000 420,000 
650,000 195,000 260,000 325,000 390,000 455,000 
700,000 210,000 280,000 350,000 420,000 490,000 
750,000 225,000 300,000 375,000 450,000 525,000 
800,000 240,000 320,000 400,000 480,000 560,000 
850,000 255,000 340,000 425,000 510,000 595,000 
900,000 270,000 360,000 450,000 540,000 630,000 
950,000 285,000 380,000 475,000 570,000 665,000 
1,000,000 300,000 400,000 500,000 600,000 700,000 
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Years of service credited in the Supplementary Pension Plan and Special Pension Agreement where applicable, as 
at December 31, 1999, are as follows: James W. Buckee - 22.58; Robert W. Mitchell - 23.00; 
Bruce G. Waterman - 3.916; T. Nigel D. Hares - 5.33; and M. Jacqueline Sheppard - 6.33. Years of service credited 
on normal retirement at age 65 would be as follows: James W. Buckee - 34.92; Robert W. Mitchell - 35.16; 

Bruce G. Waterman - 20.50; T. Nigel D. Hares - 22.33; and M. Jacqueline Sheppard - 28.42. James W. Buckee's 


pension payable from the Supplementary Pension Plan and Special Pension Agreement will be reduced by an 


amount payable by a previous employer for the period May 1977 to June 1992. Pensions payable are in the form 


of a life annuity, with a 60% survivor benefit provided to the surviving spouse in the event of death of the Named 


Executive Officer. The benefits listed above are not subject to any offsets such as Canada Pension Plan or Old 


Age Security. 


Table 5: Annual Pension Payments to Participants in the Supplementary Pension Plan Only 


Remuneration Years of Service 
15 20 25 30 35 
$ 175,000 $25,833 $34,444 $43,056 $51,667 $60,278 
200,000 25,833 34,444 43,056 51,667 60,278 
225,000 25,833 34,444 43,056 51,667 60,278 
250,000 25,833 34,444 43,056 51,667 60,278 
300,000 25,833 34,444 43,056 51,667 60,278 
350,000 25,833 34,444 43,056 51,667 60,278 
400,000 25,833 34,444 43,056 51,667 60,278 
450,000 25,833 34,444 43,056 51,667 60,278 
500,000 25,833 34,444 43,056 51,667 60,278 
550,000 25,833 34,444 43,056 51,667 60,278 
600,000 25,833 34,444 43,056 51,667 60,278 
650,000 25,833 34,444 43,056 51,667 60,278 
700,000 25,833 34,444 43,056 51,667 60,278 
750,000 25,833 34,444 43,056 51,667 60,278 
800,000 25,833 34,444 43,056 51,667 60,278 
850,000 25,833 34,444 43,056 51,667 60,278 
900,000 25,833 34,444 43,056 51,667 60,278 
950,000 25,833 34,444 43,056 51,667 60,278 
1,000,000 34,444 -43,056 51,667 60,278 


Employment Contracts and Termination of Employment Arrangements 


At December 31, 1999, the Company had employment contracts in place for all Vice-Presidents of the Company. 
This arrangement provides for payment of two years' compensation (including base salary plus target variable 
pay, plus benefits) in the event of a change in control of the Company. An employment contract with the 
President and Chief Executive Officer provides for two and one half years' compensation (including base salary 


plus target variable pay, plus benefits) in the event of a change in control of the Company. 


The Company's Stock Option Plan also allows for the full vesting of all unvested options for all optionees in the 


event of a change in control. 


Composition and Role of the Management Succession and Compensation Committee 


The Company's executive compensation program is administered by the Management Succession and 
Compensation Committee (the "Compensation Committee") of the board of directors. The Compensation 
Committee has, as part of its mandate, responsibility for the remuneration of the officers of the Company. The 
Compensation Committee also evaluates the performance of the Company's officers and reviews the design and 
competitiveness of the Company's incentive compensation programs. During 1999, the members of the 
Compensation Committee were: Robert A. Bandeen, Paul J. Hoenmans, Stella M. Thompson and 

Peter N.T. Widdrington. With the exception of Peter N.T. Widdrington who has been the non-executive chairman 
of the Company since May 1, 1996, none of the members of the Compensation Committee is, or has ever been, an 
officer or an employee of the Company or any of its subsidiaries. The Compensation Committee meets at least 


twice annually or more often as needed. The Compensation Committee met five times in 1999. 


Management Succession and Compensation Report 


Introduction and Objectives 


The compensation philosophy of the Company is to reward employees, including the Chief Executive Officer and 
all officers, commensurate with personal achievements and the success of the Company. In doing so, all salaried 
employees place an element of compensation at risk. This provides the Company with flexibility and the 
individual with incentive to out-perform expectations. The objectives of the compensation program are to attract, 
retain and motivate high-quality staff and to provide a sense of proprietorship. 


Compensation Program Design 


Total compensation for all salaried staff including the Chief Executive Officer and all officers consists of four 
elements: base pay, variable pay (both of which are paid in cash), long-term incentives and benefits. Variable pay, 
which has been in place for nine years, is an integral element of compensation necessary to keep an individual's 
total compensation at a competitive level. The levels of variable pay (as a percentage of actual base earnings) are 
as follows: 


Position 1999 Variable Pay Target 1999 Variable Pay Range 
President and Chief Executive Officer 40% 0-80% 
Officers 35% 0-70% 


The combination of base pay and variable pay targets is referred to as "target total cash compensation" and is the 
basis on which market competitiveness is evaluated. For 1999, target total cash compensation was aimed at the 
top quartile of a comparable group of select senior oil and gas producers. 


The compensation system is designed to ensure that total cash compensation received by the Chief Executive 
Officer and officers, as with all salaried staff, will be significantly higher than comparable positions in comparable 
companies when the Company performs well, and significantly lower than the market total cash compensation if 
the Company under-performs. The weighting of corporate objectives versus individual objectives in determining 
variable pay is split 70/30 for the Chief Executive Officer and 50/50 for the officers. Corporate objectives relate to 
factors including, but not limited to, cash flow per share, income, reserves, production volumes, capital 
expenditures, per barrel of oil equivalent costs (finding and development, operating and general and 
administrative), share price appreciation relative to select senior oil and gas producers, health, safety and 
environmental performance and leadership effectiveness. Measurable and defined objectives are set annually to 
address these standards and other strategic initiatives. The Compensation Committee also applies a subjective 
analysis of strategic leadership issues in determining final total cash compensation. Variable pay owing in respect 
of the current year is paid in a lump sum in April of the following year after a full assessment of individual and 


corporate results. 


The long-term incentive program is comprised of stock options granted annually by the Compensation Committee 
to the Named Executive Officers as shown in Tables 2 and 3 and other employees. The program only has value to 
the extent that additional shareholder value is created over time. Stock options are viewed as an important 
aspect of total compensation for senior staff, serving to align the interest of executives with that of the 
shareholders. Option grants increase with the employee's level in the Company. 
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Options are granted at the market value of the Common Shares on the day prior to the date of the grant and in a 
number determined to be competitive within the upstream oil and gas industry through independent consulting 

surveys. Option grants can be increased to respond to specific corporate or individual circumstances as a means 

of increasing incentive. Stock options are fully vested after three years (with the previously noted exception of 


1999 options) and expire if not exercised within ten years of issuance. 


In addition to base pay, variable pay and stock options, various perquisites and other benefits are provided on a 
market competitive basis. Corporate officers are also eligible to receive non-pensionable performance bonuses. 

These bonuses are usually project-related and acknowledge extraordinary achievements. No such bonuses were 
paid in 1999. 


1999 Executive Compensation 


Total compensation of the Named Executive Officers (excluding the Chief Executive Officer) was reviewed at the 
Compensation Committee meeting in May 1999. The Compensation Committee approved market adjustments to 
base salaries for Named Executive Officers (excluding the Chief Executive Officer) at that time, following a review 
of the peer group of companies used to establish compensation levels for the executive group. Until May 1999, the 
peer group consisted of large and intermediate Canadian upstream companies. However, based on Talisman’s 
unique profile as a large, independent, Canadian-headquartered company with several international operating 
centres, it was also deemed appropriate to compare against a peer group of companies of similar size and with 
similar international challenges. This international comparator group also better reflects the combined domestic 


and international scope of responsibilities at the executive level and the broader geographic employment market. 


In determining the 1999 variable pay for all officers, the Compensation Committee reviewed 1999 corporate 
performance against targets previously set out under the above heading "Compensation Program Design". The 
Compensation Committee also reviewed the individual performance of all Executive Officers in 1999 against their 
individual targets established on January 1, 1999, which are a subset of the corporate performance targets. Based 
on these detailed reviews, variable pay for 1999 was approved as shown in Table 1 and will be paid on 

April 1, 2000. 


Submitted by the Management Succession and Compensation Committee of the board of directors of Talisman 
Energy Inc. 


Robert A. Bandeen, Chairman 
Paul J. Hoenmans 

Stella M. Thompson 

Peter N. T. Widdrington 
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Performance Graph 


The following graph shows the performance of the Company's Common Shares relative to the TSE 300 and the 
TSE Oil and Gas Producers Index from the period December 31, 1994 to December 31, 1999. 
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Remuneration of Directors 


For the year ended December 31, 1999, each non-employee director of the Company, other than the Chairman of 
the Board, was paid an annual fee of $18,500. The Chairman of the Board received an annual fee of $100,000 and 
an expense fee of $7,500 to cover secretarial support, telephones, faxes and entertainment. Each director also 
received an attendance fee of $1,100 for each regular meeting of the Board of Directors attended. In addition, 
each committee member was paid an annual fee of $3,000 for each regular committee on which he or she served 
($3,500 for the Chairman of a committee) and an attendance fee of $1,100 for each committee meeting attended. 
Each director also received a fee of $225 for each special Board and committee meeting held not exceeding one 
hour and $550 for such meetings exceeding one hour. Directors are eligible to participate in the Director’s Stock 
Option Plan. In addition, directors are reimbursed for their Company-related travel expenses. Directors who were 


full-time salaried employees of the Company received no remuneration for serving as directors of the Company. 
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Indebtedness of Directors and Officers 


No director or officer was indebted to the Company in 1999. 


Directors’ and Officers’ Liability Insurance 


The Company carries directors' and officers' liability insurance to a maximum of US $50,000,000 per claim, 
subject to an aggregate annual limit of US $50,000,000 for all directors and officers. This policy covers all 
directors and officers of the Company and its subsidiaries. There is a US $2,500,000 deductible per claim for the 
Company and no deductible for directors and officers. The premium payable by the Company for the year 
January 1, 2000 to January 1, 2001 is US $30,000. No portion of the premium will be paid by directors or officers. 
The Company and its directors and officers will be indemnified under this policy for any insured payments or 


liabilities arising out of claims made against directors and officers. 


Additional Information 


Copies of this Circular, the Annual Report which contains the comparative financial statements of the Company, 
any interim financial statements of the Company subsequent to those statements contained in the Annual Report, 
and the Company's Annual Information Form for the fiscal year ended December 31, 1999, as filed with Canadian 
securities commissions and with the United States Securities and Exchange Commission under Form 40-F, may 
be obtained without charge by contacting the Investor Relations Department, Talisman Energy Inc., 

Suite 3400, 888 Third Street S.W., Calgary, Alberta, T2P 5C5, or by E-Mail at tlm@talisman-energy.com. 


DIRECTORS' APPROVAL 


The contents and the sending of this Circular have been approved by the directors of the Company. 


M. Jacqueline 
Corporate Secretary 


March 8, 2000 
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SCHEDULE "A" 


A number of shareholders represented by the Taskforce on the Churches and Corporate Responsibility have 
submitted to Talisman a form of resolution which they propose to put forward for consideration at the Meeting 


(the "proposal"). The proposal relates to the Company's investment in an oil project in Sudan. 


While the Company supports some of the fundamental objectives of the proposal, the Company has concerns with 


respect to certain details of the proposal, which are set forth below under "Talisman Commentary". As a result of 


these concerns, the Company's board of directors recommends that an alternative form of resolution be passed by 


the shareholders. The following sets forth details relating to the proposal, Talisman's position with respect to the 


proposal and the alternative form of resolution which the board of directors recommends be passed. 


Proposal from Certain Shareholders 


The form of the proposal and of an accompanying supporting statement is identical for all of the shareholders who 


submitted the proposal. The shareholders who have submitted the proposal are as follows: 


United Church of Canada 

Sisters of Saint Ann 

Scarboro Foreign Mission Society 

Christian Brothers Investment Services, Inc. 
Evangelical Lutheran Church of Canada 
Fonds Esther Blondin (Sisters of Sainte Anne) 
Grandin Provident Trust 

Missionary Oblates of Grandin Province 
Ursuline Religious of the Diocese of London 
Jesuits of Upper Canada 

The Daly Foundation 


The General Board of Pension and Health Benefits of the United Methodist Church 


The Trustee Board of the Presbyterian Church in Canada 


In addition, Talisman has received letters from each of the State Comptroller for the State of New York and the 


Comptroller of the City of New York advising that they desire to co-sponsor the proposal. 
The proposal is as follows: 


BE IT RESOLVED that the shareholders ask the Board of Directors to: 


(a) issue within 180 days an independently verified report on the company’s 
compliance with the International Code of Ethics for Canadian Business and with 
internationally accepted standards of human rights, including steps taken by the 
company to ensure, to the extent feasible, that revenues which are received by the 
Sudanese government from the company's involvement in the Greater Nile 
Petroleum Operating Company are not being used to finance the government's war 


efforts; 


(b) provide shareholders a summary of the report and make the full report available to 


shareholders and the public upon request; and 


(c) in consultation with an independent third party, develop and implement procedures 
for monitoring the company's compliance with the International Code of Ethics for 
Canadian Business and with internationally accepted standards of human rights, 
and issue annually to shareholders an independently verified report on the 


company’s compliance. 
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The following supporting statement was submitted with the proposal: 


Because Talisman Energy owns a 25% interest in the Greater Nile Petroleum Operating 
Company in Sudan, our company risks sanctions by investors and governments that could harm 
shareholders financially. These threatened sanctions arise from the Sudanese Government's 
record of human rights abuse, from a civil war in Sudan that has resulted in two million civilian 
deaths, and from the major role of petroleum in that conflict. 


As shareholders in Talisman Energy, we believe such risks are best dealt with by the company 
adhering to internationally accepted standards of human rights and providing shareholders, 
governments, and the general public with independent verification of the company's compliance 
with these standards. The company's adoption of the International Code of Ethics for Canadian 
Business will limit shareholders' exposure to significant negative impacts only if its 
implementation is accompanied by independent monitoring and reporting. Shareholders 
require adequate factual information on which to base their judgments. 


If through such a process the Board concludes that it cannot operate in Sudan in a manner 
consistent with internationally accepted human rights standards, the Board should consider 
ceasing operations there until such time as the board determines that it can meet those 
standards. 


For the reasons set forth below, the board of directors recommends that shareholders vote against the proposal. 
Talisman Commentary 


In December 1999, the Company formally adopted the International Code of Ethics for Canadian Business (the 
“Code”), which was developed in 1997 by a group of Canadian companies with multinational operations. The Code 
reinforces the Company’s existing policies on business conduct which have been in place and applied to world 
wide operations for many years. The terms of the Code are set forth at the end of this Schedule. 


The Company’s board of directors and management support the principles of independent audit of the Company’s 
compliance with the Code and public reporting of audit findings, contained in the shareholder proposal. The 
Company is committed to implementing such an audit process as expeditiously as possible. In this regard, the 
Company is continuing to consult with the Government of Canada, various non-governmental organizations 
(“NGOs”) and other third parties to help define an appropriate process. In addition, the Company’s board of 
directors and management strongly believe, and have made their views known publicly and to the Government of 
Sudan, that there should be equitable distribution of oil revenue for the benefit of all Sudanese people. 


While the Company supports the principles of independent audit and public reporting reflected in the proposal, 
the proposal contains specific details which prevent the Company’s board of directors from recommending that 
shareholders vote in favour of the proposal: 


(a) The Company is currently discussing with third parties, including the Government of Canada, academics, 
NGOs and industry leaders, the formulation of appropriate standards and procedures for such an 
independently verified report. However, given the lack of internationally recognized audit standards and 
procedures in the area of corporate compliance with international human rights standards, and the 
Company’s obligation to address contractual confidentiality rights of other stakeholders in Sudan, the 
Company believes that a one year time frame, rather than the 180 days called for in the shareholder 
proposal, would be more appropriate for the completion of an independently verified report on 
compliance with the Code. 
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(b) 


(c) 


The proposal’s request for a report on steps taken by Talisman “to ensure, to the extent feasible, that 
revenues which are received by the Sudanese government from the Company’s involvement in the 
Greater Nile Petroleum Operating Company are not being used to finance the government’s war effort”, 


is framed in such a way that it implies that it is necessary for Talisman to take such steps in order to 
comply with the Code and internationally accepted standards of human rights. The Code states that 


“national governments have the perogative to conduct their own government and legal affairs in 
accordance with their sovereign rights”. While the Company strongly believes that there should be 
equitable distribution of oil revenue for the benefit of all Sudanese people, the Company believes that the 
question of how private corporations can or should attempt to influence sovereign government action is a 
delicate one that needs to be considered thoroughly in the context of determining how best to establish 
compliance with the Code. The Company is currently seeking advice from third parties, including 
university academics and NGOs, to more fully consider this issue. 


The Code embodies the principle of adherence to internationally accepted standards of human rights, by 
stating that the Company will support and promote the protection of international human rights within 
the Company’s sphere of influence and not be complicit in human rights abuses. Paragraph (a) of the 
proposal requests a report on the Company's compliance with both the Code and internationally accepted 
standards of human rights. Since the Code encompasses human rights, it is not clear whether the 
specific reference in the proposal to “internationally accepted standards of human rights” is simply a 
redundancy or whether it implies an expectation that there are matters associated with internationally 
accepted standards of human rights which go beyond what would be required in order to comply with the 
Code. In order for the board of directors to have a clear understanding of what is requested, the 
Company believes that it is preferable for any reference to human rights to be within the context of 
compliance with the Code. 


Accordingly, at the Meeting, shareholders will be asked to consider the proposal and an alternative form of 


resolution which the board of directors recommends that shareholders pass rather than the proposal. 


Resolution Proposed by Management 


The following resolution will be put forward at the Meeting in the event that the proposal is not passed. The 


board of directors recommends that shareholders vote for the alternate form of resolution set forth below. 


BE IT RESOLVED THAT the shareholders ask the Board of Directors: 


the to cause the Company, in consultation with an independent third party, to develop 
and implement procedures for monitoring the Company’s compliance with the 
International Code of Ethics for Canadian Business, including the human rights 
provisions thereof, with respect to the operations of the Company and its 
subsidiary in Sudan; and 


4: to cause to be prepared annually an independently verified report on the 
Company’s compliance with the International Code of Ethics for Canadian 
Business with respect to such operations and to provide a summary of each such 
report to the shareholders in conjunction with the Company’s normal annual 
reporting to shareholders and to make the full report available to shareholders and 
the public upon request. 
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International Code of Ethics for Canadian Business 


Vision 


Canadian business has a global presence that is recognized by all stakeholders as economically rewarding to all 
parties, acknowledged as being ethically, socially and environmentally responsible, welcomed by the communities 
in which we operate, and that facilitates economic, human resource and community development within a stable 
operating environment. 


Beliefs 


We believe that: 


we can make a difference within our sphere of influence (our stakeholders) 

business should take a leadership role through establishment of ethical business principles 

national governments have the prerogative to conduct their own government and legal affairs in accordance 
with their sovereign rights 

all governments should comply with international treaties and other agreements that they have committed 
to, including the areas of human rights and social justice 

while reflecting cultural diversity and differences, we should do business throughout the world consistent 
with the way we do business in Canada 

the business sector should show ethical leadership 

we can facilitate the achievement of wealth generation and a fair sharing of economic benefits 

our principles will assist in improving relations between the Canadian and host governments 

open, honest and transparent relationships are critical to our success 

local communities need to be involved in decision-making for issues that affect them 

multistakeholder processes need to be initiated to seek effective solutions 

confrontation should be tempered by diplomacy 

wealth maximization for all stakeholders will be enhanced by resolution of outstanding human rights and 
social justice issues 

doing business with other countries is good for Canada and vice versa 


Values 


We value: 


Human rights and social justice 

Wealth maximization for all stakeholders 

Operation of a free market economy 

A business environment which mitigates against bribery and corruption 
Public accountability by governments 

Equality of opportunity 

A defined code of ethics and business practice 

Protection of environmental quality and sound environmental stewardship 
Community benefits 

Good relationships with all stakeholders 

Stability and continuous improvement within our operating environment 


Principles 


A. Concerning Community Participation and Environmental Protection, we will: 
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strive within our sphere of influence to ensure a fair share of benefits to stakeholders impacted by our 
activities 

ensure meaningful and transparent consultation with all stakeholders and attempt to integrate our corporate 
activities with local communities as good corporate citizens 

ensure our activities are consistent with sound environmental management and conservation practices 
provide meaningful opportunities for technology, training and capacity building within the host nation 


B. Concerning Human Rights, we will: 


e support and promote the protection of international human rights within our sphere of influence 
e not be complicit in human rights abuses 


C. Concerning Business Conduct, we will: 


e not make illegal and improper payments and bribes and will refrain from participating in any corrupt 
business practices 

e comply with all applicable laws and conduct business activities in a transparent fashion 

e ensure contractor's, supplier's and agent's activities are consistent with these principles 


D. Concerning Employees Rights and Health & Safety, we will: 


e ensure health and safety of workers is protected 
e strive for social justice and promote freedom of association and expression in the workplace 


e ensure consistency with universally accepted labour standards, including those related to exploitation of child 


labour, forced labour and non-discrimination in employment. 
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